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diploma course. 
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in the reasonably low enrollment fee. 
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sons. From among this wealth of up-to-date text 
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Editort.al Comment 


peers membership opens up two sources of 
information which should be helpful in formu- 
lating judgment necessary to solution of the con- 
troller’s problems. Contact with the national or- 
ganization, the annual meeting, and the flow of 
thought through the columns of the monthly publi- 
cation represent one field which is probably most 
widespread and indicative of organization policy. 
More important, however, is the reservoir of dis- 
cussion which lies within the activity of local Con- 
trols, creating opportunity for an exchange of views 
on problems of current and vital significance. The 
spoken word and opportunity for debate afforded at 
monthly meetings clarify thought and promote con- 
viction more emphatically than the product of the 
written page. Membership intelligence is more 
flexible and responsive in the atmosphere of under- 
standing and fellowship which prevails in group 
conference. If an informed speaker or discussion 
leader is at hand to stimulate and crystalize opinion 
on a given topic, dynamic thinking on the part of 
those in attendance is a natural and positive result. 

The report of “Institute Activities” in the Novem- 
ber issue of THE CONTROLLER sets a record of 
progress which demonstrates that no vacuum is de- 
veloping among those charged with the responsi- 
bility of achieving the aims of the Institute and yield- 
ing an adequate return on investment to its mem- 


bers. The Cincinnati Control selected as its subject 
the “Tydings-Miller Act”; Cleveland dealt with 
“Capital and Excess Profits Tax Refunds”; Milwau- 
kee and St. Louis reviewed the “Social Security 
Laws”; Philadelphia—faithful to its traditions— 
dealt with “Commercial Bank Lending”; New York 
adopted “Graphic Methods in Annual and Other 
Reports’’—a subject of timely and growing impor- 
tance; and New England debated “Inventory Valua- 
tions’ —as fits her inquiring and sophisticated back- 
ground. 

These and other objectives are far removed from 
what one would seek for drawing room conversa- 
tion. The subjects of these meetings lay stress upon 
problems which constitute the daily responsibilities 
of the controller’s department and the means en- 
gaged to understand and master them. Such dis- 
cussion must in the final analysis contribute to more 
effective and expeditious administration of the law, 
the accounting principles involved, and the control- 
ler’s job itself. 

If program arrangement stands in the way of 
planning for a productive monthly meeting, com- 
mittees in charge will discover considerable food for 
thought and action in the record of ‘Institute Activ- 
ities” reported in each issue of THE CONTROLLER. 

HEnry C. Perry, 
President, Controllers Institute of America. 
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_ eiaaigremnema charges have 
been prominently in the minds 
of controllers for years, but of late 
have been claiming greater attention 
than ever, partly because of govern- 
mental practices which affect them. To 
learn what current practices are, why 
they were adopted, and what changes 
are being considered, by manufactur- 
ing companies, Professor WYMAN P. 
FiskE, of Massachusetts Institute of 
Technology, an associate member of 
THE CONTROLLERS INSTITUTE OF 
AMERICA, and WILLIAM GARDNER 
BaRKER II, of Lever Brothers Com- 
pany, Cambridge, recently conducted a 
survey. 

The article that follows, prepared 
by the gentlemen who conducted the 
survey, 1s a brief report of the points 
brought out by the study. It is an in- 
teresting and valuable contribution to 
the subject. —THE Epiror. 


During recent years there have 
been introduced into the problem of 
depreciation a number of new factors 
that might conceivably influence de- 
cision as to the proper basis for its 
determination. Among these factors 
the most important are undoubtedly 
the unprecedented (within the range 
of present executive experience), ex- 
treme fluctuations in production ac- 
tivity, T. D. 4422, and the undis- 
tributed profits tax. Importance of 
these factors has appeared in descrip- 
tions of enough actual instances of 
new and interesting approaches to 
depreciation determination to war- 
rant reexamination of the general 
topic. To this end, an investigation 
was planned and carried out last 
spring by the authors of this report 
with the active cooperation of an im- 
portant cross-section of American in- 
dustry. 


Production Rate Should Be Recognized 


in Fixing Basis for Depreciation 


Industry Generally Reported To Be Favorably Disposed To Taking This Fac- 
tor Into Account—Survey on Bases For Depreciation Shows Most Companies 
Still Adhering To Straight Line Time Method—Report on Results of Survey. 


CONDUCT OF INVESTIGATION 

The objective of the study was to 
determine (1) bases for depreciation 
in actual use and their relative im- 
portance in terms of numbers; (2) 
whether there was any apparent 
trend in methods followed; and (3) 
the supporting reasons for change or 
continuation of existing methods. It 
was hoped that by analyzing and 
synthesizing the views of many ex- 
ecutives, each in a position to make 
policy decisions, a clearer picture 
would be developed than it would be 
possible for any one man to draw 
from his own experience. 

Practical considerations forced 
limitation of the investigation to 
manufacturing concerns and exclu- 
sion therefrom of merchandising, 
service, public utility, transportation, 
and financial organizations. Letters 
were addressed to 510 manufactur- 
ing companies, the names having 
been selected from the membership 
roster of The Controllers Institute of 
America, from corporations listed on 
the New York Stock Exchange, and 
from companies included in Moody's 
Industrial Manual. Each company 
was asked to provide information in 
regard to the following points: 


1. Basis for determining deprecia- 
tion currently in use and the 
date of its adoption. 

2. Reasons impelling decision to 

adopt method in actual use. 

. Present attitude towards basis 
in use, with comments on influ- 
ence as the depression, undis- 
tributed profits tax, T. D. 4422, 
and the like. 

4. Other bases used since 1925. 

5. Contemplated changes in basis 

and reasons therefor. 


Wwe 


~ 








6. Basis employed for tax pur- 
poses and reasons for any dif- 
ference from that used for fi- 
nancial and cost accounting. 

7. Predominant reason for retire- 
ment of equipment. Wear and 
tear, or obsolescence ? 

8. Opinion as to desirability of re- 
lating depreciation charges to 
volume of production; to 
profits. 


The returns from the mailing were 
more than satisfactory. Answers 
were received from 223 of the 510 
concerns to which letters were sent, a 
return of almost 45 per cent. 


ANALYSIS OF RETURNS 

Of the 223 replies received, 215 
were in such form that they could be 
used. The 215 cases were first ana- 
lyzed in terms of bases followed and 
industries represented. (The results 
of this analysis are shown in Table 
I.) The basis classifications fol- 
lowed the abbreviated definitions in- 
dicated below: 


1. “Straight-Line Time.” In this 
classification were included all 
companies apportioning the net 
cost of the assets in terms of 
time, with equal charges in 
every equal time period, re- 
gardless of conditions. 

. “Diminishing Balance.” The 
companies in this group took as 
their annual depreciation charge 
a constant percentage of the net 
depreciated value of fixed as- 
sets. The method assumed some 
salvage value, as it could never 
completely amortize the cost of 
any asset. It also resulted in 
higher depreciation in the ear- 
lier years of use. 


No 


wa 
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6. 


. “Unit of Production.” 


“Straight-Line Time with Arbi- 
trary Rate Changes.’ — This 
classification was basically 
straight-line time, but with 
some arbitrary variation, such 
as: (a) reduction of rate in de- 
pression years; (b) arbitrarily 
higher rates for the first three 
or four years. 

Under 
this method a unit depreciation 
charge was set up for each unit 
of production—as ton of iron, 
barrel of oil, case of canned 
goods, machine hour, and the 
like. The annual depreciation 
charge was computed by multi- 
plying the unit charge by the 
number of units produced dur- 
ing the year. 


. “Per Cent. of Normal Factor.” 


The straight-line basis was fol- 
lowed to determine a charge for 
a year of “normal production,” 
which was set in terms of pro- 
duction units of capacity. In 
any year the actual depreciation 
charge was that percentage of 
the ‘normal’ charge which ac- 
tual production bears to “nor- 
mal” production. 

‘Flat Charge.” The officers set 
up an entirely arbitrary charge, 
frequently based on what earn- 
ings could stand. 


. “Remaining Useful Life Based 


on Periodic Appraisals.’ Com- 
panies in this classification 
made periodic appraisals of 
their assets and redetermined 
depreciation charges on the 
basis of such appraisals. This 
was the method suggested in 
T. D: 4422. 


. “Constant Wear and Tear with 


Fluctuating Obsolescence.’ Wear 
and tear was covered on a 
straight-line basis. Reserva- 
tions were made for obsoles- 
cence on a fluctuating, arbi- 
trary basis. 


. “Obsolescence Constant, Wear 


and Tear a Per Cent. of Nor- 
mal.’’—Depreciation was first 
computed on a straight line 
basis. The annual charge was 
then divided to cover obsoles- 
ence and wear and tear. The ob- 
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solescence portion was taken re- 
gardless of conditions. The wear 
and tear part was allowed to 
fluctuate as under (5) “Per Cent. 
of Normal Factor.” 


METHODS IN USE 


The returns showed, as was ex- 
pected, a great preponderance of 
companies using the straight-line 
time method of determining depre- 
ciation. Of the 215 companies, 178, 
or 83 per cent. used this method. 
This basis was followed by a major- 
ity of companies in all types of in- 
dustry, and was the only method 
reported in nine industries: food prod- 
ucts, printing, light chemicals and 
drugs, sugar, shoes and clothing, to- 
bacco, and glass. 

The next most popular basis was 
the unit of production approach, 
used by nine companies or 4 per 
cent. Most of these cases appeared 
in the extractive industry group. 
The order of importance of the re- 
maining bases was (3) Per Cent. of 
Normal Factors, (4) Remaining Life 
by Periodic Appraisals, (5) Dimin- 
ishing Balance, (6) Straight Line 
with Arbitrary Rate Changes, and 
(7) Flat Charge. When all those 
methods which gave some effect to 
changes in production activity were 
grouped together, the total was 211 
or about 10 Per Cent. 


REASONS FOR USE OF VARIOUS 
METHODS 


The most common reason given 
for using the straight-line method 
was that most other companies 
seemed to be using it and it was the 
generally accepted method. The fol- 
lowing remarks are typical of the 
reasons frequently given for its 
adoption: 

“Tt was chosen because of its sim- 
plicity and the fact that the amount 
can be determined accurately in ad- 
vance.”” ‘We chose this method as 
we felt that, regardless of the 
method used, it had to be an esti- 


11.) Straight Line with Arbitrary 
Rate Changes 
2.) Unit of Production 
3.) Per Cent. of Normal Factor 
4.) Obsolescence Constant, Wear 
and Tear Fluctuating 


4 
9 


21 





mate. Consequently, we used the 
one which, in our opinion, had the 
least number of complications.” 
(a) It is in very common practice. 
(b) It is acceptable to the Internal 


ee 


Revenue Department.” . it is 
the generally accepted method.” 

Some companies felt that the tax 
angle was the important reason for 
using the straight-line time method. 
It was generally felt that this and 
T. D. 4422 were the only two meth- 
ods that the Treasury Department 
would accept for tax purposes. 
(While these methods were usually 
most acceptable, some companies had 
found it possible to have other meth- 
ods accepted.) Some companies 
therefore felt that it was unwise to 
have two sets of books and had fol- 
lowed the practice of using what the 
Treasury Department wanted them 
to. The following typical remarks 
brought out this point: 

“We believe that it is unwise to 
use a different basis in computing 
taxes than is used in cost records be- 
cause of the confusion and errors 
that creep in, particularly when ad- 
justments are necessary.” “It is used 
by the Government for income tax 
computation.” 

Two further arguments for the 
straight-line method from the tax 
angle were: (a) that if some other 
method is used, as a production or 
diminishing balance—particularly if 
instituted at this time—the tax au- 
thorities might reject it, in which 
case there would be an income tax 
resulting from a reduction of the de- 
preciation charge, and for the un- 
distributed profits tax on the “in- 
come’’ created by the reduction of 
the depreciation charge; and (b) 
that it was unwise at this time to 
take any extra allowances in the 
form of extra depreciation as might 
be possible under a production basis, 
because taxes were rising and any al- 
lowance that could be held over till 
later years would probably save 
money. It had been the experience 
of several executives that almost in- 
variably, by holding over deductions 
as long as possible, they had saved 
more money than if they had taken 
the deduction at an earlier period. 
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ATTEMPT TO APPROXIMATE FACTS 


The main case put forward for 
other methods was that the straight- 
line time method was too inflexible 
and did not come close enough to 
the actual facts of the case. There- 
fore, in an attempt more closely to 
approximate the facts, various com- 
panies adopted the several other 
methods that appeared in this survey. 
A few companies saw in the produc- 
tion bases a means to iron out the 
wide variations in profits between 
years and keep some funds in the 
business without being liable for the 
large undistributed profits tax. The 
production method would lead to a 
high depreciation charge in profita- 
ble years, and a small one in lean 
years, with the virtual effect of trans- 
ferring some of the profits from year 
to year. 

Many companies felt that the ac- 
tual wear and tear on the machinery 
did depend on production and hence 
depreciation should be related to 
production. This feeling was evi- 
dent in the writings of many com- 
panies that were using the straight- 
line time method, as well as of those 
which had embraced the production 
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method. There were those, how- 
ever, that countered that this was a 
specious argument since machinery 
would rust out and deteriorate dur- 
ing a shutdown as fast as it would if 
being run regularly, and that the ob- 
solescence factor was higher during 
a depression because the machine 
tool manufacturers were using all 
their ingenuity to improve money- 
saving machinery in order to make a 
sale. 

The following quotations are from 
some of the companies which, while 
they followed the straight-line time 
method and had no definite plans for 
a change, were, nevertheless, dissatis- 
fied with their present procedure. 
“We are inclined to doubt that our 
present basis is the best which could 
be used. It seems to us that some 
recognition should be given to the 
use of equipment.” “I do not feel 
that this basis is still the best basis to 
use as I feel that fixed charges should 
be apportioned on the basis of pro- 
duction.” “If the Undistributed 
Profits Tax is a permanent form of 
taxation, then we believe we ought 
to change to the use method of de- 





TABLE I 
CLASSIFICATION OF METHODS OF APPORTIONING DEPRECIATION 


Straight-Line Time 
Diminishing Balance 


Classification 





nt of Normal 





Percent of Normal Factor 
Remaining Life by Periodic 


Unit of Production Basis 


Flat Charge 





Light Machinery and Metal Wk. . .33 


Heavy Machinery and Metal Wk. .18 2 
USCUE UT Ue ae a. ee ieee 19 ~ 
Autos, Accessories, etc.......... 16 ~ 
Extractive Industries............ 12 - 
Heavy Chemicals............... 9 ~ 
OES eae he - 
MITRE ohn os ereicds ans a ie 8.61501 10 ~ 
Light Chemicals and Drugs...... 9 ~ 
SSO EL! Co 6 - 
Paper, Paper Products, etc....... 7 2 
So SASS Se ee 5 - 
Shoes and Clothing............. 2 - 
GMMR RE fos Sion Sa nicaGis apd cecs ars 2 - 
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preciation, as it will give us a larger 
charge off in those years which are 
most profitable.” 


RELATION OF DEPRECIATION TO 
PRODUCTION AND PROFITS 

A separate aspect of the investiga- 
tion was to determine statistically the 
attitude of the cooperating execu- 
tives towards giving effect in depre- 
ciation policy to changes in produc- 
tion activity and profits. This question 
was not answered in all cases. (The 
replies actually received are analyzed 
in Table II.) The most noteworthy 
result of this analysis was the light it 
threw on the attitude towards reflect- 
ing the rate of production in depre- 
ciation policy. More than 50 per 
cent. of those replying were of the 
opinion that the depreciation charge 
should be related to volume of pro- 
duction. This was in contrast to more 
than 80 per cent. actually using the 
straight-line basis and only 10 per 
cent. following any basis giving effect 
to changes in production rate. The 
overwhelming majority opposed the 
relation of depreciation to profits. 


TREND IN DEPRECIATION BASES 


No actual trend away from the 
straight-line basis could be discov- 
ered. Dissatisfaction with the basis 
was expressed in a considerable num- 
ber of cases. The widespread be- 
lief that production activity should 
be recognized has been commented 
upon. Whether this forecasts a 
trend towards bases having this char- 


acteristic can not be stated. It is an 
interesting possibility. Certainly 
continuance of the undistributed 


profits tax accompanied by wide 
fluctuations in volume of production 
will prompt a reexamination of de- 
preciation bases. 


SUMMARY OF CONCLUSIONS 


Conclusions suggested by the 
study may be summarized as follows: 


(1) Straight-line basis for deter- 
mining depreciation is still 
overwhelmingly the most 
popular and generally used. 
Between 80 per cent. and 85 
per cent. of all companies co- 








(2) 


(3) 


(5) 


operating in this survey indi- 
cated the use of this basis. 
Something under 10 per cent. 
of the companies used bases 
either directly connected with 
units of production or af- 
fected by the rate of produc- 
tion. 

As would be expected, the 
type of industry appeared to 
be a factor in the selection of 
bases other than the straight 
line. Thus we found extrac- 
tive industries showing the 
greatest number of cases of a 
production-unit basis. 

There is no evidence of a 
present actual trend away 
from the use of the straight- 
line basis. It appears signifi- 
cant, however, that of those 
responding to the question 
seeking information as to 
whether the production rate 
should be recognized in the 
basis of depreciation, some- 
thing more than 50 per cent. 
of the replies were favorable 
to recognition of this factor. 
The feeling that production 
requires recognition in the 
depreciation basis seems to 
run through the whole gamut 
of industry. Only three strik- 
ing cases of industrial prefer- 
ence appear. The extractive 
industries favor the relation 
of production better than two 
to one. On the other hand, 
there are two industries that 
are strong dissenters, the tex- 
tile and the food products in- 
dustries, which voted one to 
seven and four to nine, re- 
spectively, against any such 
relationship. Certainly the 
existence of any such widely 
held point of view is one in- 
teresting result of the survey. 
Whether there can be drawn 
a conclusion that the produc- 
tion basis will receive more 
favorable consideration in the 
future is, of course, debatable. 
Perhaps the most generally 
stated reason against a shift 
from straight-line basis is the 
belief that the Internal Reve- 
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TABLE II 
TABULATION OF OPINIONS REGARDING THE RELATION OF DEPRECIATION 


TO VOLUME OF PRODUCTION AND PROFITS 


Should Depreciation 
Charges be Related to 








Should Depreciation 
Charges be Related 











Volume of Production? to Profits ? 

Classification Yes No Total Yes No Total 
Light Machinery and Metal Work......... 16 12 28 2 28 30 
Heavy Machinery and Metal Work......... 8 16 0 14 14 
ROOett MIQOHOIS. <5! o5.c.5.5, dom cen aden se nas: é 9 13 0 14 14 
Mates, AGCOSSOrieS,. ClEs. 2.5 oc ke cece 4 3 7 1 8 9 
Extractive Industries... «6.5 cccescsecwecs 3 10 0 9 9 
Blears Giemedhe: oso sien mane hale sc ore 4 4 8 1 8 9 
SR MSMIONEE A ater ho oe acre ar yeit hee Re aes 7 8 0 8 8 
NRE ORES orc cre slo us co Sore Oe eee 8 3 l 4 0 4 4 
Light Chemicals and Drugs............... 2 1 4 0 3 3 
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nue Department favors this 
simple basis. 


DESCRIPTIONS OF PRACTICES 


Some of the variety of methods re- 
ported can be illustrated by describ- 
ing four cases: 


CASE I. A company manufactur- 
ing machine tools. Obsolescence 
and wear are of about equal impor- 
tance in causing retirement of equip- 
ment. 


The present basis of depreciation, 
adopted in 1928, is to depreciate 
non-working assets, such as build- 
ings, furniture, drawings, and so 
forth, on a straight-line basis, in ac- 
cordance with allowable rates of de- 
preciation. Working assets, such as 
equipment, shop fixtures, power 
plant, power distribution, motors, 
and so forth, are depreciated on a 
variable basis which uses as the meas- 
ure of variability the production 
hours in the plant. There is set up a 
normal depreciation charge total, us- 
ing normal amortization rates and 
assuming a normal number of produc- 
tive hours coinciding with actual ac- 
tivity in a year considered as normal 
in the machine tool industries. 
Then, in any particular year, the per- 
centage of the normal depreciation 
corresponding to the relation be- 
tween the actual productive hours 
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and the normal predetermined pro- 
ductive hours is taken as the charge 
for that year. The company feels 
that this method gives a more equita- 
ble basis of depreciation than the old 
straight-line time method, because it 
allows for the peaks and valleys 
which are so emphasized in the capi- 
tal goods industry. It has some 
faults, but by and large they con- 
sider it to be the best thing that they 
have been able to work out. The 
principal weakness of the plan is 
found in the fact that in periods of 
depression, to which the machine 
tool industry is particularly subject, 
it does not provide enough reserve 
against the factor of obsolescence; 
this latter is becoming an increas- 
ingly important factor, particularly 
in the matter of equipment, because 
of the great strides being made in 
the design of machine tools. This 
defect was apparent in the depres- 
sion, when there were times in which 
the factor of activity in the plant was 
so low that very little depreciation 
could be taken under the plan. On 
the other hand, in March, 1937, the 
factor of activity was so high that it 
became questionable whether the en- 
tire amount of depreciation provided 
for should be taken, in view of the 
treasury department’s attitude, as 
shown by T. D. 4422. The undis- 
tributed profits tax also carries dan- 
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ger, for, if any large amount of depre- 
ciation is disallowed by the treasury 
department there will have been 
no opportunity for the additional in- 
come, so set up, to be distributed as 
dividends; such income will there- 
fore be subject to both additional 
normal taxes and undistributed prof- 
its taxes, the latter at the highest 
bracket rates. In spite of this, the 
company has not departed from its 
plan in its tax returns. 


CASE II. A company manufactur- 
ing textiles. 

For income tax purposes, this com- 
pany keeps a set of schedules ar- 
ranged according to classification of 
assets. On these schedules are recorded 
the cost and the current and accumu- 
lative depreciation on a standard-time 
basis, using rates approved by the 
Internal Revenue Department. 

The company operates on a 
' standard-cost system; costs are based 
on a standard rate of operation with 
which the operation in any particu- 
lar period seldom corresponds, but 
which, in the opinion of the manage- 
ment, reflects a reasonable standard. 
In their operating accounts deprecia- 
tion is charged at the rate of $.50 per 
thousand spindle hours with a maxi- 
mum of $1.50 per spindle year. The 
company feels that this takes care of 
periods of subnormal and abnormal 
production, and should, over a pe- 
riod of years, give the standard de- 
preciation. It is reported that there 
is not a great deal of difference be- 
tween the amount of depreciation 
taken on a government basis and 
that used on the company books. 


CASE III. A company manufac- 
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turing specialty steels. Obsolescence 
and wear and tear are of about equal 
importance in causing retirement of 
equipment. 

Prior to 1933 this company used 
the straight-line method of depre- 
ciation. Since that date its plan has 
determined depreciation, both for 
the cost records and for tax pur- 
poses, at least partially on the vol- 
ume of business. The company has 
set as a normal basis a net sales figure 
of X dollars. Properties are divided 
into two classifications. One group, 
including buildings, furniture, fix- 
tures, and automobiles, is depreci- 
ated on a straight-line basis, with a 
constant rate of depreciation regard- 
less of the volume of business done. 
The other group, which includes ma- 
chinery and tools, miscellaneous 
equipment and furnishings, is depre- 
ciated directly according to the rela- 
tion of the volume of business done 
to the normal volume, both being 
measured by net sales. Thus, in 1935, 


: 
the net sales amounted to $ > X, 


and machinery and tools, miscel- 
Janeous equipment and furnishings 
for that year were depreciated at 75 
per cent. of the rate applicable to 
those assets. Thus instead of the 
normal 514 per cent., 714 per cent., 
and 514 per cent. respectively appli- 
cable, it used 414 per cent., 55% per 
cent., and 41g per cent. The com- 
pany is of the opinion that the life 
of these assets is dependent upon 
their use. It also feels that the 
method automatically takes care of 
any rise or fall in business, produc- 
ing low depreciation charges in years 
of low production, and correspond- 


ingly higher depreciation charges in 
years of greater production. 


CASE IV. A company manufac- 
turing steel chain and wire rope. 
Most of this company’s equipment is 
retired because of obsolescence, 
rather than wear and tear. 

The basis of depreciation used by 
this company is an adaptation of the 
straight-line method. In 1931, in 
order to meet depression conditions, 
the company adopted a plan of 
charging 25 per cent. of the normal 
depreciation each year to cover ob- 
solescence, and of taking that pro- 
portion of the remaining 75 per 
cent. that actual production bore to 
normal production. The propor- 
tion covering obsolescence was con- 
tinued regardless of the level of 
operations. By following this plan, de- 
preciation during the extremely dull 
years was reduced to 50 per cent.- 
60 per cent. of the total normal de- 
preciation. In 1936, when one unit 
operated four shifts seven days a 
week for several months, with a 
year's total production amounting to 


about 240 per cent. of normal, ap- ~ 


proximately 200 per cent. of the 
normal rate of depreciation was 
charged to profit and loss. The com- 
pany expects to use the same basis 
for tax purposes, but has not as yet 
had a decision from the Internal 
Revenue Bureau as to its acceptabil- 
ity. It points out, however, that the 
Bureau has already accepted a similar 
basis in a case where obsolescence 
was set at 50 per cent. and the re- 
maining 50 per cent. was taken to 
cover wear and tear and increased 
or decreased according to produc- 
tion. 








COMMENT ON THIS SUBJECT IS INVITED 


A member of The Controllers Institute of America, who read an advance proof of this 
article, commented: “This subject is enormously important. 
the comment that many controllers would discontinue the straight line method if they knew 
of a better method. . . . . Discussion of this subject should be invited.” Comments by read- 
ers of THE CONTROLLER will be welcomed. 
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Predicts 1938 Will Be Slightly Less 


Than Average Business Year 


But Will Be Difficult Period So Far as Profits Are Concerned—Economic 
Counsellor and Business Forecaster Analyzes Causes of Collapse, Tells 
What Has Been Done to Remedy Conditions—A ddress by A. W. ZELOMEK. 


NE of the clearest presentations 

from an economic point of view 
of the reasons for the recent business 
collapse, that has been noted of late 
is that given by Mr. A. W. ZELOMEK, 
economic counsellor, in an address to 
the Chicago Control of THE CON- 
TROLLERS INSTITUTE OF AMERICA 07 
November 23. 

The analysis made by this economist 
is simple, and his predictions for 1938 
are concise. MR. ZELOMEK is in a 
position to feel the pulse of important 
sections of American business, and 
does not hesitate to take a definite 
position. —THE Epiror. 

In any consideration of the present 
general business situation we should 
first study the reasons for the recent 
decline, and then we can better get 
an answer as to what is in store for 
1938. 

The first reason was over-produc- 
tion. We went too fast and over- 
produced. We produced more in 
twelve months than this country can 
consume in eighteen months. Second, 
and closely related, was over-specula- 
tion. Inventories were built up. 
Why? Because of the third reason— 
rising raw material prices; and, mind 
you, the rise in raw material prices 
has been a factor in the decline. 
Fourth, sharp advances took place in 
labor costs. In other words, the first 
four factors in the present decline are 
economic: Over-production, over- 
stocking, over-advance in raw ma- 
terials, and sharp advances in labor 
costs. 

The fifth factor, which is given 
very little consideration, was the def- 
inite halt in speculation in Great 
Britain. I have no basis for this re- 
mark, but my feeling is that we were 


a party to some kind of an agree- 
ment to stem the run-away price level 
in the world, and that Great Britain 
was willing to cooperate with us. The 
sixth reason, which I think has been 
very important, was the withdrawal 
of Japanese buying. Those of you 
who are interested should compare 
the prices of a number of leading 
commodities, for example scrap steel, 
scrap copper and wool waste, and 
you will find a very interesting thing. 
The sharp decline in those com- 
modities occurred simultaneously 
with the unofficial war that is being 
waged by Japan in China. 


PoLicy OF DEFLATION 


The seventh reason for the decline 
was the definite, deliberate policy of 
deflation by the administration, 
which resulted in sterilization of 
gold, reduction in excess reserves, 
and the famous, but not forgotten, 
speech of our president on April 2. 
There was also a halt in Government 
pump priming. The eighth reason, 
which I think is equally important, 
was the reaction in the capital mar- 
kets, due to lower bond prices. Re- 
financing practically ceased. In other 
words, the capital market disap- 
peared as a result of the deliberately 
restricted money policy of the ad- 
ministration at the beginning of the 
year. 

The ninth reason is the heavy tax 
burden. It is also interesting to note 
that the social security act is defla- 
tionary. We are taking away from 
the American public $450,000,000 
which would otherwise find their 
way into circulation. We are turning 
this sum over to the federal govern- 
ment, and the federal government is 
using that to make up its deficit. 


ANALYZING THE NINE REASONS 


Now let us analyze each one of 
these nine reasons: Over-production 
is quite simple. Everybody tried to 
beat the gun. Why? Because the econ- 
omist and statistician had sold this 
country on the idea of inflation. 
Some will claim that the reserve 
policy of the administration is in- 
flationary. I do not deny it. Others 
will claim that the reduction of the 
reserve requirements in one case and 
the elimination of the use of gold in 
another is inflationary. I am not ques- 
tioning this. Orthodox economics 
teaches us that inflation implies a run- 
away price level. 

Some of you are going to say, 
“Well, what about the advance in 
prices in the middle of ’36 and the 
beginning of ’37?” Most of that ad- 
vance was the result of an improve- 
ment in supply and demand, and the 
greatest decline in the last six months 
has been in those commodities which 
over-shot their mark—which ad- 
vanced too far in relation to supply 
and demand. Today we are back 
where we were in 1934 and this 
country has spent billions of dollars 
in the cycle. 

Now, before attempting to discuss 
whether we have corrected the mal- 
adjustments, I want to leave this 
thought with you: On a basis of 
sound economics there is no reason 
for believing that this is the begin- 
ning of a major depression. Mind 
you, we are in a deep recession right 
now, which some are calling a col- 
lapse. I like to call it a recession. J 
do not believe we are at the begin- 
ning of a major depression because 
basic economic factors which have 
made for depressions in the past are 
non-existent today, with one excep- 








10 


tion. That exception is high taxation, 
and high taxation alone has not 
caused major depressions in the past. 


DEPRESSION PRODUCING FACTORS 


Let us analyze for a moment five 
of the basic factors which have made 
depressions in the past. First, strin- 
gent credit. There is no stringency in 
credit today. Second, very high 
prices. There are no high prices to- 
day. Third, excessive stocks of raw 
materials and excessive stocks of fin- 
ished goods. There are no excessive 
stocks of raw materials or finished 
goods today, even though we did 
overproduce and overstock tempo- 
rarily. Fourth, the ending of a build- 
ing boom. Today the building boom 
has not even started. Fifth, excessive 
equipment, excessive machinery and 
factories. 

Therefore, you logically ought to 
ask the question, “Why has business 
collapsed?” And, mind you, produc- 
tion has gone down faster during the 
last sixty days than during any cor- 
responding period on record. A de- 
cline in steel activity from 90 per 
cent. to 29 per cent. of capacity in 
two months must be called a collapse. 

We were headed for a temporary 
recession in business, there is no 
question about it. We over-produced, 
we over-stocked, for the time being, 
but not on such a scale as to produce 
a major depression, prices were in- 
flated temporarily, by inflationary 
means; prices advanced a little too 
high. But why the collapse? I have 
heard many versions, but this is my 
version. You may disagree with me 
and if you do, I should like to hear 
about it at the end of this discussion. 

First, labor over-shot its mark at the 
beginning of the year. I think that 
was one of the strong reasons for the 
collapse in business. The second is 
the political situation. Business de- 
cided that the New Deal was vulner- 
able. I reached this conclusion the 
day that the Supreme Court packing 
bill was defeated. The administration 
was then found to be vulnerable, and 
watch the attacks from now on. In 
other words, business has decided 
that as long as it can not plan for the 
future, it is going to find out where 
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it stands, and that is exactly what has 
happened. 

I have heard it said that business 
collapsed because of the stock mar- 
ket. Why did the stock market col- 
lapse? Because of business. I am not 
denying the fact that part of the 
exaggerated decline in the stock mar- 
ket has been due to the Security Act, 
but part of it has been due to the fact 
that insiders are unable to support 
it. But I want to leave this thought 
with you: If steel activity had not de- 
clined to the 29 per cent. level, the 
Dow-Jones’ average would never 
have declined to 113. If automobile 
production were not turning down, 
the Dow-Jones’ average would not 
be declining. I am not denying the 
fact that the stock market was a con- 
tributory influence to the decline in 
business. 


DEFEATIST BUSINESS PSYCHOLOGY 

With business waiting to see what 
happens, there has been created a 
very peculiar psychology in this 
country. I have been traveling 
around during the past two months, 
and I have never seen, even in 30, a 
business psychology which was more 
“jittery” than at the present time. 
Frankly, it has been the toughest 
eight weeks I have spent in thirteen 
years of forecasting, and I went 
through ’29, ’30 and ’31. The situa- 
tion is most difficult because you have 
on the one hand an economic struc- 
ture that is sound and on the other 
hand a business psychology that I 
would call defeatist. 

I am reminded of an experience | 
had a week ago in New York. A very 
well known Englishman, a big busi- 
ness man, who was in this country, 
made this comment: “I can not un- 
derstand you Americans. We, in Eng- 
land, go to bed at night and we pray 
that we will get up in the morning 
safe from the possible attacks of air- 
planes. You do not have to worry 
about your neighbors in this country, 
and yet look at the state of mind. 
Also, you are the richest country in 
the world from the standpoint of 
natural resources, and yet your busi- 
ness collapses inside of sixty days.” 

Business statistics are merely con- 


firming the fact that the business man 
is saying, “I am not going to do any- 
thing.” The business man has taken 
this position. ‘I am going to wait for 
Washington.” What is the business 
man going to wait for? A modifica- 
tion of the undistributed profits tax ? 
The administration has definitely 
made up its mind and has promised 
a modification of the tax bill, and yet 
the business man says, “I want some- 
thing else. I want an adjustment be- 
tween the utilities and the govern- 
ment. I want to know about planning 
for the future. I want to know when 
the budget will be balanced.” 

How can we balance the budget 
today when employment is not gain- 
ing as fast as it did in 1932? Mind 
you, I am in favor of a balanced 
budget, I am in favor of sound 
economics, but let us be realists 
about it. You can not balance the 
budget overnight. You have a relief 
problem. I am merely bringing these 
factors out because I say that this 
psychology today has no right to ex- 
ist, and my honest opinion is that 


there is going to be a change in that - 


psychology in the next sixty days. 

I was in Washington for four days 
a short time ago. I have been there a 
number of times in the last five years. 
Washington is worried. Washington 
is willing to cooperate. But Rome 
was not built over night and you can 
not change or undo in six weeks of 
a special session of Congress what 
has taken five years to put on the 
statute books; and do not forget, 
part of the tax bill was passed in the 
Hoover administration. 

I admit that some of the promises 
made by the New Deal were not 
carried out, but I want to bring this 
thought to you: If this psychology 
continues, we will bring about the 
thing we are trying to avoid. We 
may go too far. You know there is 
an old saying about letting the cold 
run too far and getting pneumonia, 
and that is what is worrying me to- 
day. On the basis of sound economics 
I say that the outlook for ’38 is not 
bad; but on the basis of psychology 
I am bewildered. If there is a change 
in psychology in the next ninety 
days, the last six months of ’38 will 
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be excellent; but if there is no change 
in psychology, I do not know. 


SHOULD HAVE RisE NExT YEAR 


My conclusions which I am going 
to give you this evening are based on 
economics, and I shall try to go very 
slowly in indicating the adjustments 
that have occurred in the malad- 
justments that existed at the begin- 
ning of this year and then indicate 
why I believe we ought to have a 
recovery in ’38 after reaching a low 
sometime in the first half, probably 
not earlier than March. 

Over-production. Production to- 
day is down at the lowest level in 
years. 

Over-speculation. There has been 
no buying on the part of American 
business since April 1. Twenty per 
cent. of American business today is 
short of merchandise. I mean of de- 
sirable merchandise. This is shown 
by statistics of department stores and 
of some producers of heavy items. 
There has been hardly any buying 
since April 1 and sales have been 
fairly good. 

As for inflated prices, they today 
are back where they were three or 
four years ago. Cotton at 8 cents and 
hides at 8 cents. I will give you some 
comparative prices. At the beginning 
of the year cotton was 14 cents, to- 
day it is 8 cents; hides were 171, 
cents, today they are 8 cents; rubber 
was 27 cents, today it is 14 cents; 
copper ‘was 17 cents, today it is 10 
cents. I can go all along the line. 
There have been erased inside of six 
months what it took two to three 
years to build up. Raw material 
stocks are now only slightly above 
the low of the last ten years. 

So far as labor is concerned—it 
has been partly deflated. You can 
bargain with labor today, officially 
and unofficially. History is merely re- 
peating itself. Labor is willing to 
bargain in a period of declining busi- 
ness, and labor leaders are willing to 
bargain because they must have some 
means of collecting dues. As for ris- 
ing labor costs, I think temporarily 
we have seen the high. 

So far as Great Britain’s expendi- 
tures for armaments are concerned, 
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that country’s spending policy will 
continue for another two years. She 
has spent only about 50 to 60 per 
cent. of her armament appropriation. 
Great Britain has learned her lesson. 
She does not want another experience 
like the Ethiopian-Italian situation. 
She does not want another experi- 
ence like the Spanish situation. In 
other words, Great Britain wants to 
wield the power in Europe and she is 
going through with her armament 
program. 


JAPAN May REENTER WORLD 
MARKETS 

So far as Japan is concerned, she 
has plenty to do in the Far East. My 
guess would be she is going to make 
some kind of compromise with some 
of the war lords and concentrate her 
activity in certain sections of north- 
ern China, and than try to capitalize 
there by using certain of the raw ma- 
terials. She may re-enter world mar- 
kets in the next three months. That 
is possible. 

As for the deflationary policy of 
the administration, all I can say to 
you is there has been a complete re- 
versal in the administration’s think- 
ing. This is shown by the action 
taken in government bond buying; 
in the increase of excess reserves and 
in the desterilization of gold. 

As for the influence of the govern- 
ment bond market on the capital 
goods industries, this bond market 
has been very strong, and there are 
some indications of confidence being 
re-established in that market. 

Now you can readily see that most 
of the nine factors which I have 
given for the decline have been 
nearly readjusted, and it is merely a 
question of time, three to four 
months, before we ought to reverse 
the trend. 


LOOKS FOR INCREASED BUILDING 


What about the stimulation of 
other industries aside from those I 
have mentioned? I can say to those 
of you who are in the building and 
material industries that the stimula- 
tion to building in 1938 will be real, 
it will be practical, and there will be 
no government interference. The 
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government has made up its mind 
that it is going to do everything 
possible to stimulate the building in- 
dustry, and I think it is on the right 
track. It is trying to force a reduc- 
tion in building material prices on 
one hand, and it is trying to force a 
reduction of labor costs on the other. 
It is also going to force a lower cost 
of mortgage money. 

There is another factor to consider, 
and that is the question of consumer 
income versus consumer expendi- 
tures, which is important in relation 
to these nine factors I have en- 
numerated. Throughout 1937 the 
American public received more in in- 
come than it paid out in retail out- 
lets. Evidently, the consumer was a 
much smarter forecaster than the 
business man. Retail trade generally 
(I am speaking of everything, in- 
cluding petticoats and steel bullets, 
automobiles, hardware and food) in- 
creased only 714 to 8 per cent. Con- 
sumer income gained by 11 per cent. 
Actually what happened is that con- 
sumers have used a portion of that 
money to liquidate the large install- 
ment debts which they assumed in 
1936. 

In this connection I might men- 
tion that installment sales for the first 
ten months have increased much less 
than total retail trade; therefore, 
the American public has not been 
oversold and is not overburdened 
with excessive debts. There is no 
basic reason for consumers sharply 
to restrict their buying unless this 
recession continues for more than 
three or four months longer. 

With that as a basis, I think there 
are justifiable reasons for expecting 
that 1938, while not as good from a 
business point of view as ’37, ought 
to be slightly less than an average 
year. If I may venture a few guesses 
—and these are purely guesses—I 
would say that production next year 
ought to average about 714 per cent. 
below ’37. That is despite the fact 
that the year will begin with produc- 
tion very much lower than in 1936. 
I also would say that automobile 
production in 1938 will be about 15 
to 20 per cent. lower. My guess is that 
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Controller in Especially Favorable 
Position To Observe Trends 


Should Have A bility and Courage To Translate Signs and Report Findings To Principal 
Executive—No Mysterious, Complicated System Needed To Produce Results—Simple 
Budget, Together with Adequate Accounting, Sufficient—Paper by J. C. SANDERS. 


T was like having a breath of fresh 

air, to have a public accountant give 
voice to the common sense description 
of a controller's functions which fol- 
lows. It was J]. C. Sanders, resident 
partner in Cleveland of Ernst & Ernst, 
who presented this picture, and com- 
ing as it did on the heels of many 
arguments and pleas which have been 
heard of late for introduction of com- 
plicated systems and formulas de- 
signed to insure profits no matter how 
large or how small a company’s sales, 
this viewpoint is positively exhilarat- 
ing. 

Mr. Sanders has the same idea of 
what a controller is and what he 
should do, that most controllers have; 
and he recognizes the increased re- 
sponsibilities that have been placed on 
controllers in this era of falling produc- 
tion. and consumption, and of govern- 
mental attempts not only to regulate, 
but to control, business. 

This paper was presented by Mr. 
Sanders at a meeting of the Cleveland 
Control of THE CONTROLLERS INSTI- 
TUTE OF AMERICA held December 14. 


—THE EpIror. 


I wonder whether some of us are 
too closely identified with the operat- 
ing details of business to be fully 
conscious of the great changes which 
have been and are constantly taking 
place in business policies, practices 
and problems. 

There was a time when, once a 
business was well established, with 
a product of quality or a service ac- 
ceptable to a reasonably large num- 
ber of users, that the executives could 
find time for the deliberate consid- 
eration of plans and events. Now 
there is less opportunity for the ex- 
ecutive employed in a rapidly mov- 





ing business enterprise to lay long- 
term plans for some of the most 
important features in the operations 
for which he is responsible. The de- 
mands of the public—the customer 
of all business—are exacting and 
changeable. This. is accounted for in 
large measure by the fact that inven- 
tors, designers, and other ingenious 
individuals have seen to it that some 
of us are more or less dissatisfied 
with the things that we have. This 
is clearly indicated in the rapidly 
changing styles, designs, and quality 
in automobiles, radios, and other de- 
vices which are important elements 
in our comfort and convenience. 

In addition to the more or less 
natural economic and social develop- 
ments affecting business, there are 
numerous complications arising from 
attempts by government to regulate, 
control and direct prosperity. These 
complications have created many new 
problems for the business executive 
in his efforts to put more men to 
work, pay higher wages, improve 
working conditions and satisfy em- 
ployees, creditors, and stockholders. 

In the past year or more there has 
been a persistent increase in many of 
the items entering into the cost of 
production and distribution expenses 
of the average business. These costs 
are especially noticeable in higher 
labor rates, salaries, lower produt- 
tion per hour, social security and 
other taxes, and higher material costs. 


DEMANDS ON CONTROLLER GREATER 
THAN EVER 

While these matters have been re- 

ceiving the constant attention of 

business executives everywhere, their 

importance as a management prob- 

lem has been emphasized in recent 


weeks by the general falling off in 
production and sales volume. Along 
with these obstacles, if they may be 
so classified, there has come a realiza- 
tion of the importance of better busi- 
ness management and control. This 
has not changed, in the least, the 
fundamental principle that good 
management is the most essential 
element in the successful operation 
of any business. This has always been 
the case. There is, however, a keener 
realization on the part of manage- 
ment and investors of the need for 
improved methods and closer atten- 
tion to the essential details of busi- 
ness. 

The part which the controller has 
to play in this situation is extremely 
important and the demands on his 
time and talents are now greater than 
they have ever been. The controller 
is in an especially favorable position 
to observe the trends and the changes 
in the condition of his company and 
to see at first hand more of the cause 
and effect of such changes than any 
other individual in his organization. 
In my opinion he should be the first 
to see the effect of changes in policy 
and the various outside influences on 
the business. He should be able to 
recognize danger signals immedi- 
ately, and he should have the ability 
and the courage to translate these 
signs and report his findings and 
conclusions to the principal execu- 
tives of his company. 

There are some who still believe 
that a successful business executive 
must possess some uncanny sense 
which permits him to see beyond the 
limits of the ordinary man’s vision. 
As a matter of fact, the most con- 
sistently successful executives whom 
I have seen are men possessed of a 
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high degree of plain, old-fashioned 
common sense, and who have the 
energy, initiative and courage first, 
to recognize the faults and the prob- 
lems in their organization, and then 
energetically to set about correcting 
them with all of the facilities at their 
command. It seems that one of the 
most difficult things a business ‘man 
has to do is to recognize and admit 
certain poor practices, especially if 
these practices have been instituted 
by himself. Sometimes it requires an 
impartial, critical examination of all 
of the affairs of a business to dis- 
cover and properly classify faulty 
methods, and weaknesses in the form 
of organization. 

Now, I think it is fair to raise the 
question that when unfavorable con- 
ditions or results are observed, where 
is a suitable remedy to be found and 
how can it be applied in a practical 
way? We have all heard of numerous 
devices and systems which are cal- 
culated to produce satisfactory re- 
sults under almost any conditions. 
Some of these proposals are, to say 
the least, startling in their inference 
of mystery or of the difficulty of in- 
stallation and use. That is, only an 
expert can understand and use them. 

I do not believe that a suitable 
remedy will be found in any system. 
I do believe that we must start at 
the beginning in a natural way, just 
as we would in dealing with a com- 
paratively simple problem. We must 
thoroughly study the organization, 
methods, practices and policies and 
the financial condition; find the facts 
in respect of these matters and de- 
velop the reasons for unfavorable 
results. We shall probably find that 
the principal difficulties are in the 
lack of control over some important 
elements of the business. This may 
be reflected in the cost, financial poli- 
cies, personnel or various phases of 
production or distribution. The cor- 
rection of these conditions is gen- 
erally not difficult nor does it involve 
complicated processes. It is necessary, 
however, that there be a thorough 
analysis and understanding of meth- 
ods and results and objectives. In this, 
I believe the controller should take 
a leading part. 
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Not ADVOCATING ARBITRARY 
AUTHORITY 


I do not propose that the control- 
ler be placed in a position of arbi- 
trary authority over all other execu- 
tives, for that most certainly would 
ruin all prospects of the constructive 
accomplishments which should be 
expected from his efforts. There can 
be only one chief executive in any 
organization. The controller must be 
informed at all times and ready to 
counsel with his associates in the 
management staff. He will thus help 
them better to understand the results 
of their own efforts as expressed in 
cost, expenses and profits, additional 
investment in inventory or new facili- 
ties, mark downs and other losses. 
With this background of informa- 
tion the plans developed for future 
operations are bound to reflect the 
best combined judgment of the en- 
tire organization. 

Some of the most effective cor- 
rective measures have resulted from 
the simplest devices. For example, in 
any business there should be a good 
reason for every practice and every 
expenditure for any purpose. Fur- 
thermore, there should be a predeter- 
mined standard representing the re- 
sult which should be expected from 
each activity in very department of 
the business. This seems an extremely 
simple statement, as in truth it is. 
But the number of men who do not 
recognize this plain fact is surpris- 
ing. Perhaps one of the reasons is its 
pure simplicity, although much pa- 
tience and study and planning are 
required to establish the standards 
and then to check actual perform- 
ance against them to be sure that any 
excesses are immediately observed. 

Thorough analysis of a business 
oftentimes reveals conditions which, 
to say the least, are surprising. This 
is because the force of habit is very 
strong and when certain practices 
are once well established, there is 
considerable resistance to changing 
them, not merely because of the fear 
of change, but also because a change 
always disturbs habits. We think it 
is a wholesome practice occasionally 
to challenge one’s habits and prac- 
tices. Very often a procedure which 
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was entirely necessary and justified 
when installed, in time becomes use- 
less. Yet unless questions are raised 
concerning it, it may continue in- 
definitely. This is especially true of 
records and reports found in many 
offices which, once started, are some- 
times difficult to discard, regardless 
of the fact that the need for them has 
passed. 


GooD FOR SMALLER CONCERNS, Too 

Some feel that modern cost and 
accounting methods are applicable 
only to large businesses. My experi- 
ence has indicated that the medium 
size and smaller business not only 
has as much need for attention to 
this important subject, but that suit- 
able procedures for control of opera- 
tions can be devised and applied in a 
practical manner in concerns of this 
class. One might fairly raise the ques- 
tion of where is the dividing line 
between a so-called large sized busi- 
ness and a small one. 

A review of the census figures for 
1930 indicates that the great majority 
of businesses are small. For example, 
of 137,251 manufacturers, 115,904 
employed less than 50 people each 
and 97,328 employed less than 20 
each. We might say that a small 
manufacturer is one employing not 
more than 20 people. 

Of 79,032 wholesalers in business 
in 1930, 74,289 did an annual busi- 
ness of less than $500,000 each and 
65,953 had a yearly volume of less 
than $200,000 each. Approximately 
80 per cent. of all wholesalers are 
in this class and any wholesaler doing 
more than $200,000 appears to be a 
relatively large operator. 

Retailers mumbering 1,526,108 
were in business in 1930 and 1,440,- 
577 of this total had an annual sales 
volume of under $100,000 each. In 
other words more than 90 per cent. 
of all retailers were in this class. 

It is dangerous to generalize on the 
basis of averages. An automobile 
manufacturer employing 10,000 men 
is a comparatively small car pro- 
ducer. A manufacturer employing 20 
men in another industry might be a 


(Please turn to page 16) 
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Some Observations On Budgeting 
and Other Topics 


In a meeting of a Control held in 
December the subject of budgeting, and 
various other topics, were dealt with at 
length by the speaker. At the close of 
his address some of the questions pro- 
pounded by members of the Control, and 
the substance of the answers given, were 
as follows: 


Question: Do you think budgeting is 
becoming more general? 

ANSWER: Budgeting has reached the 
point where it is more generally dis- 
cussed. It amplifies things that have been 
done for years. What is now called the 
budget has always been on the threshold 
and is now being put to practical use. 

Question: How far has it been found 
practical to budget? (The question had 
reference to time.) 

ANSWER: No attempt made to limit 
time. Each individual case should be 
judged on its own merits. It has been 
found practical to budget as far as fif- 
teen years in advance. 

Question: What good is a budget sub- 
mitted to a bank when it is not tied in 
with operations? 

ANSWER: The bank is concerned with 
the cash condition of the firm in question, 
and the budget is used in forming an 
opinion as to ability to repay loans. 

Question: Do you think the success of 
a budget is in direct ratio to the number 
of responsible people taking part in it? 

ANSWER: Exactly. (The speaker di- 
gressed here to give an example of what 
could be done by consultation with de- 
partment heads. He quoted the case of 
a mining company in which the control- 
ler, newly in that position, inquired why 
thirteen men were always used in a cer- 
tain shift. Examination showed that there 
had been that number for fifteen years. 
The superintendent was called in and 
started an investigation which resulted in 
finding that seven men in a shift could 
handle the work just as efficiently.) 

Question: What is your opinion of in- 
ventory valuation at end of year in a 
period of fluctuating prices? Should the 
normal rate be used or the present rate, 
which is believed to be considerably 
lower? 

ANSWER: This question aroused a 
discussion and the answer was indefinite. 
The speaker ended by saying that con- 
trollers should be guided by the prac- 
tical viewpoint as compared to the prac- 


tice of letting taxing considerations in- 
fluence accounting procedure. 

Question: What is your opinion of the 
value of incentive systems? 

ANSWER: Without them it would be 
impossible to have the things we have 
today as they would be so expensive as 
to be afforded by only a few. Practi- 
cally worthless where individuals have 
nothing to do in achieving objects. 

Question: Have incentive systems 
worked out in offices? 

ANSWER: Yes, but there are more in- 
stances where they have not, because of 
attempts to apply the system where it is 
not practical. Where it is possible to 
apply, they generally work out success- 
fully. 

Question: Do you find accountants con- 
forming to accounting rules of SEC.? 

ANSWER: Yes, generally, where it is 
necessary. Considerable confusion, many 
state laws conflicting with rules. 


“Save Some of This” Note Accompanies 
Bonus Checks 

When handing out checks represent- 
ing one month’s pay, just before Christ- 
mas, as a bonus to its employees, one 
firm attached a note suggesting to the 
recipient that he “save a portion of this.” 
The controller of this company, com- 
menting on this procedure, made the ob- 
servation that many employees do not 
take the same serious view of present 
conditions that the higher executives 
have, and it was deemed best to give 
them a word of caution about preparing 
for a rainy day. 


Concise Picture of Operation of Social 
Security Act 

In an address by Mr. Arthur J. Altmeyer, 
chairman of the Social Security Board, over 
the air waves of the National Broadcasting 
Company on December 20, he stated that 
of the ten programs embraced by the Social 
Security Act, nine are actually operated by 
the states, although financed in part by the 
federal government. The Social Security 
Board administers five programs, which are 
of two types, one called public assistance, 
the other social insurance. In one case, 
payments are made to individuals on the 
basis of actual need; in the other payments 
are made in accordance with past earnings. 

The old age insurance system is the only 
one of the ten programs set up under the 
Social Security Act which is operated en- 
tirely by the federal government. This is 
said to be necessary in order to keep the 
system on an actuarially sound basis. 


Twenty-three states will pay unemploy- 
ment compensation benefits beginning in 
January. Before the close of 1938, eight 
more states will be added to the list and 
before the end of 1939, all of the rest of 
the states will follow suit. The average 
period for which unemployment compensa- 
tion is paid is sixteen weeks. 

On December 1 the funds in the United 
States Treasury standing to the credit of 
the twenty-three states which will begin 
paying unemployment compensation in Jan- 
uary amounted to more than $400,000,000. 
The old age reserve account stood at 
$690,000,000 at the time Mr. Altmeyer de- 
livered his address. 


Los Angeles Control Advocates 
Continuous Form’ 


At a meeting held by the Los Angeles 
Control on October 21, 1937, the follow- 
ing motion was unanimously adopted: 

“The Los Angeles Control of The Con- 
trollers Institute of America desires to go 
on record to the effect that the present 
method adopted both by the Federal Gov- 
ernment and the Unemployment Reserve 
Commission of the State of California 
for the compilation of the records of em- 
ployees on individual forms should be re- 
vised and in lieu of these forms all data 
should be recorded on a continuous form 
similar to the Information Report now in 
use. The Los Angeles Control upon in- 
vestigation has found the suggested revised 
method would result in savings to the tax- 
payer.” 

“The President of the Control was in- 
structed to forward copies of the resolu- 
tion to Mr. Lawrence Tibbets, Commis- 
sioner of the Unemployment Reserve 
Commission, to the secretary of the San 
Francisco Control, and to the managing 
director of the national organization. 


New York Issues Booklet on 
Unemployment Insurance Law 


The Department of Labor of the State 
of New York has issued a booklet, ‘In- 
formation for Employees,” in which the 
provisions and operation of the New 
York State unemployment insurance law 
are described. The booklet is distributed 
free of charge by the Division of Place- 
ment and Unemployment Insurance which 
has offices in Albany and New York City. 


Appraisers Interested In Prudent 
Investment Theory 


Appraisers are of the opinion that the 
present economic conditions present an 
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opportunity for appraisers to make an 
exceptional contribution to economic sta- 
bility and the regulatory procedures. They 
have been watching carefully the devel- 
opment of the idea advanced by Presi- 
dent Roosevelt in November, that the 
“prudent investment” theory of valua- 
tion should be adopted by utility com- 
panies. Appraisers believe that this spot- 
light on the subject of the valuation of 
public utilities has great significance. 


LaRose Prepares 1938 Forecast 
for Optical Company 

Mr. Edmond S. LaRose, of Bausch & 
Lomb Optical Company, has made avail- 
able to this magazine a copy of “Gen- 
eral Business Forecast for 1938” which 
he prepared for his company. The fore- 
cast represents a careful analysis of the 
economic, social and political factors 
which have, and will continue to, influence 
general business conditions. The Bausch 
& Lomb Optical Company has prepared 
similar forecasts on business conditions 
for the past five years, which have been 
unusually accurate. 

The report lists the favorable and un- 
favorable long term factors which influ- 
ence the trend of business activity and 
lists also the short term factors, both fa- 
vorable and unfavorable. It summarizes 
the outlook as follows: 

“During the first eleven months of 
1937, the Annalist Index varied from a 
high of 111.0 per cent. of normal in 
August to a low of 89.4 per cent. of nor- 
mal in November. The Budget & Meth- 
ods Department business forecast for 
1937 (submitted in December, 1936) 
estimated an average business index of 
105. The actual average of business ac- 
tivity for 1937 is indicated to be approxi- 
mately 103.5 per cent. of normal. 

“After due consideration of present 
and future economic and political fac- 
tors influencing business, and after. care- 
ful evaluation of the individual opinions 
of leading economists, advisory services 
and business leaders, it is the opinion of 
the Budget & Methods Department that 
general business in 1938 as represented 
by the Annalist Index of Business Activ- 
ity will range between 80 and 100 per 
cent. of normal, averaging around 92 
per cent. for 1938. 

“The forecast average of 92 per cent. 
of normal in 1938 would therefore indi- 
cate a decrease of 11.5 points (103.5 to 
92) or 11.1 per cent. from the average 
of 1937. 

“The 1938 business activity in con- 





WANTS INSTITUTE TO BE | 
AUTHORITATIVE SPOKESMAN 


"I am anxious to see The Insti- | 
tute develop a strong and influential | 
position in the accounting field, not 
only in the improvement of knouwl- 
edge among accountants, but as an | 
authoritative spokesman on accounting | 
matters from the standpoint of the in- | 
| dustrial accountant as supplemental to | 
| that of the certified public accountant. | 
This it seems to me can best be ac- | 
complished through a strong central | 
organization.” 


(Excerpt from letter written by | 
member of “The Controllers Insti- | 
tute of America.”’) | 











sumer goods industries is expected to 
range between 5 and 15 per cent. under 
1937 levels, while in the durable goods 
field a decline of from 10 to 25 per cent. 
is anticipated. 

“To attain a true approximation of the 
probable sales increase or decrease due 
to changes in the level of general busi- 
ness, each company should compute, pref- 
erably by lines of product, the deviation 
or degree of variation of its own sales 
with changes in the level of general busi- 
ness as represented by a reputable index 
of business activity such as the Annalist. 

“Naturally, this computation does not 
take into consideration the growth or de- 
cline in a company’s sales that may be 
due to such factors as competition, in- 
creased selling effort, introduction of new 
products, style changes, and the like. The 
effect of each of these must be weighed 
separately.” 


Over-Counter Dealers Discuss 
Plans for Self Regulation 

Representatives of associations of stock 
brokers and dealers interested in the rules 
governing dealing in over-the-counter 
markets conferred with the Securities and 
Exchange Commission December 20 to 
discuss plans for working out uniform 
methods of self-regulation and of coor- 
difating the enforcement activities of the 
various members and of the group with 
one another and the enforcement activi- 
ties of the whole group with those of the 
Commission. It was suggested that amend- 
ments of the Securities and Exchange 
Act of 1934 be made for the purpose of 
implementing the present work of these 
voluntary associations which would give 


them an official status similar to that of 
the organized exchanges. The proposal 
was taken under consideration. 


Light Registration of New 
Securities in November 


An aggregate of $38,159,000 of new 
securities was registered under the Securi- 
ties Act of 1933 in statements becoming 
fully effective during November, 1937, 
according to an announcement dated De- 
cember 30, 1937, by the Securities and * 
Exchange Commission. This total com- 
pares with $127,621,000 during the pre- 
ceding month and $266,026,000 for the 
same month a year ago. 

Approximately $2,704,000 of common 
stock issues registered during November, 
1937, were registered for reserve against 
conversion of securities having convert- 
ible features, so that only $35,455,000 of 
securities were left available for issuance 
for cash or other considerations—a 
smaller amount than for any other month 
since January, 1935. 

Slightly more than half of the month’s 
registrations (after deduction of securi- 
ties reserved for conversion) was ac- 
counted for by the $18,177,000 of issues 
of investment and trading companies, 
whose securities are usually disposed of 
only during an extended period of offer- 
ing. Other financial companies (com- 
mercial credit and mortgage companies 
and industrial and personal loan com- 
panies) registered $5,752,000 (16.2 per 
cent.) of securities and manufacturing 
companies $6,123,000 (17.3 per cent.) of 
securities. 

Common stock issues (other than those 
registered for reserve against conversion) 
amounted to 57.5 per cent. of total reg- 
istrations, and preferred stock issues to 
17.3 per cent. Certificates of participa- 
tion, beneficial interest and warrants to- 
taled 21.3 per cent. while interest-bearing 
securities amounted to but 3.9 per cent. 
of the month’s total. 

Approximately $6,298,000 or 16.5 per 
cent. of all the securities registered dur- 
ing the month were intended for pur- 
poses other than immediate cash offer- 
ing for the account of the registrants. 
Of this total, about $2,704,000 were re- 
served for conversion of other securi- 
ties; $1,499,000 were registered “for the 
account of others”; $457,000 were re- 
served for the exercise of options and 
other subsequent issuance; and $1,638,000 
were registered for exchange for other se- 
curities. 
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He's controller of a Chicago firm. From his office he's 
holding a telephone conference with the Cincinnati plant 
superintendent (see page 20) and the St. Louis warehouse 
manager (see page 25) by Bell System CONFERENCE 


TELEPHONE SERVICE. Each of the three 
men can hear and be heard. They're 
clearing up in minutes a complicated 
matter of company operations that might 
have dragged on for days and cost a lot 


SEE PAGES 20, 25 





of dollars. Easy, inexpensive. 


large company in comparison with 
the industry average. 


BupGET Is MANNER OF THINKING 


One of the means devised to assist 
executives in controlling a business 
is a system of estimates and forecasts 
which has been called a budget. The 
term does not adequately describe 
the method, and I feel sometimes 
that it is misleading for the reason 
that by giving it such a name there 
is likely to be an inference that a 
budget is a “thing” which can be 
purchased and used or laid aside at 
will, whereas, that which is meant 
by the term ‘“‘budget”’ is really a man- 
ner of thinking, a philosophy, which 
can be captured and used succes- 
fully only by those who are willing 
to spend the time and the effort 
necessary to understand the princi- 
ples and purposes involved, and in- 
cidentally to learn more about his 
own business. 





Successful budgeting requires that 
all individuals who have any re- 
sponsibility in the conduct of the 
enterprise recognize the objectives 
and understand the principles of this 
type of control. “Control” probably 
is not a fair description of what is 
implied in this method of operation. 
It might better be referred to as 
planning in advance all of the im- 
portant features of the business and 
then making comparisons frequently 
of the actual results with the orig- 
inal, or a revised plan. 

When there is considerable varia- 
tion from the forecast in the actual 
results there sometimes is the mis- 
taken view that such variations meas- 
ure errors in judgement on the part 
of the forecaster. In most cases this 
is not true, for a budget is not a fixed 
and rigid set of rules and figures. It 
must be alive and flexible and up-to- 
date, reflecting the best judgment of 
all concerned as to the prospects of 


the immediate future. Consequently 
it is mecessary to revise the original 
plans as conditions change. No one 
could possibly anticipate all, or even 
a large proportion of the detailed 
problems and conditions which will 
be encountered in the average busi- 
ness a year in advance. But surely 
this could not be construed as de- 
creasing the value of planning. 


INVOLVES PAINSTAKING STUDY 


Whether a budget is used by a 
large or a small business, a club, a 
Government, or an individual, its 
greatest value is found in the fact 
that in each case someone has taken 
the pains and the time to make the 
studies necessary for the foundation 
on which to construct an orderly 
plan. This plan will indicate the re- 
sults which reasonably can be ex- 
pected under the circumstances which 
it is believed will prevail. It pro- 
vides a definite measuring stick of 
great value. And when conditions 
change, it is much easier to revise 
one’s plan if he has been following 
a charted course, since practically all 
of the hazards of guesswork have 
been cleared away or plainly marked. 

Planning, or budgeting, or the es- 
tablishment of standards, call it any 
name you will, is not new and it is 
not complicated. Every business ex- 
ecutive has a plan of some kind. The 
only difference is in the care and at- 
tention given to the preparation and the 
use of the plan. Obviously the more 
attention and intelligent study given 
to the formation of the plan, the bet- 
ter it will be. A man is likely to avoid 
concentrated, constructive thinking 
simply because it is human nature to 
do so. I suspect that the principal 
reason for this neglect is an inherent 
streak of laziness with which we are 
all infected to a greater or less ex- 
tent. But someone in every organiza- 
tion must take the lead in initiating 
a constructive program, and in per- 
sistently carrying it out. In many 
cases the controller is the logical 
man to furnish the inspiration and 
assume a major share of the responsi- 
bility for such a program. 


(Please turn to page 18) 
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MANY BusINESSES STILL LACK 
ADEQUATE SYSTEMS 


There are still to be found many 
business concerns -in which cost and 
accounting procedures have not been 
developed sufficiently for practical 
use in controlling their operating 
and financial affairs. Some make use 
of cost records in preparing monthly 
statements of profit and loss, but do 
little more than that with them. 

A recent survey in a certain terri- 
tory shows that 74 per cent. of re- 
tailers who fail do not have adequate 
records and only 46 per cent. of go- 
ing concerns in this same territory 
have records which can be considered 
adequate. I believe no business ever 
failed because of spending too much 
money for bookkeeping. We have, 
however, seen businesses fail because 
the proprietors or the chief execu- 
tives were better bookkeepers or sta- 
tisticians than manufacturers or mer- 
chandisers, or when the operators 
were good salesmen but had no fi- 
nancial ability. 

The small manufacturer is not 
likely to have a real cost system. He 
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is particularly apt to underestimate 
his overhead expenses or neglect en- 
tirely to recognize overhead as an 
element of cost. During the life of 
the N.R.A. there was a good oppor- 
tunity to observe this condition when 
attempts were made to determine 
average rates of overhead for various 
industries. I knew of one industry 
whose members submitted figures 
showing overhead rates as low as 15 
per cent. of direct labor and as high 
as 585 per cent. for similar types of 
plants. Both of these figures un- 
doubtedly were incorrect and cer- 
tainly they were useless for determin- 
ing product costs. 

Many of the larger wholesalers do 
not have accurate information as to 
profit results until physical inven- 
tories are taken. The rough esti- 
mates made usually turn out to be 
optimistic in a declining market, and 
unduly pessimistic in a rising market. 


CONTROLLERS HELPED RETAILERS IN 
MARKED DEGREE 

The large retailer in most instances 

has a comprehensive and adequate 


accounting system and the controller 
probably has made more progress in 
this field than in any other branch of 
commerce or industry. The control 
of inventories, purchases, expenses 
and markdowns accomplished very 
largely by means of the records of 
the controller’s office, is one of the 
important reasons for the success of 
the large retail department store. 

I should like to close my discus- 
sion by repeating the thought which 
was introduced at the beginning, 
namely, the elements which make for 
success in any business, professional, 
or other enterprise, do not include 
any mysterious formulas or sleight- 
of-hand tricks. It is necessary, how- 
ever, to pay close attention to essen- 
tial details and conditions and to 
base decisions upon well grounded 
facts considered in the light of plain 
old-fashioned common sense judg- 
ment. Nothing should be taken for 
granted, but, on the other hand, 
changes should not be made merely 
for the sake of doing something dif- 
ferently. By following these simple 


(Please turn to page 20) 
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Direct to the Net Result! 


This new Burroughs Electric Duplex Calculator—complete with direct 
subtraction and two sets of accumulating dials—saves needless steps 
in handling any calculating job. The lower dials show the result of 
each individual calculation; the upper dials show the grand total, 
or net result. Thus the complete calculating job can be done on this 
remarkable machine with one handling of the figures. This means a 
surprising saving in time, money and effort. For a demonstration, 


or for complete information, telephone the local Burroughs office. 


BURROUGHS ADDING MACHINE COMPANY, 6971 SECOND BLVD., DETROIT, MICH. 


THERE’S A BURROUGHS CALCULATOR FOR EVERY TYPE OF CALCULATING 
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Predicts 1938 

(Continued from page 11) 
total residential building in 1938 will 
average about 8 to 10 per cent. 
higher, the increase being largely in 
government expenditures under the 
Wagner Housing Act. As far as 
prices generally are concerned, they 
will average lower; wholesale prices, 
both raw materials and _ finished 
goods, and retail prices. The cost of 
living will average lower than in 
1937, but the decline will not be very 
marked. 


DIFFICULT YEAR FROM PROFITS 
VIEWPOINT 

As far as profits are concerned, it 
is going to be a difficult year for 
American business because of the 
unfavorable early part of the year. 
As I see the business index for next 
year, I would make my guess for the 
low point sometime the latter part of 
the first quarter or the early part of 
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the second, with a rather substan- 
tial upturn in the last six months. | 
will put only two “ifs” in this pre- 
diction, and every forecaster is en- 
titled to at least one or two “ifs.” 
The first is, if we, ourselves, do not 
over do the psychology. The second 
is, if there is no world war, and on 
the second, I am more confident than 
the first. 


Controller in Favorable 

(Continued from page 18) 
rules, there will be established the 
habit of finding good, logical rea- 
sons for every operation, every ex- 
pense item and every expenditure of 
effort. The responsibility for the in- 
spiration and the direction of think- 
ing along these lines I would place 
very largely in the hands of the con- 
troller, and this, I think, is the place 
of the controller in a modern busi- 
ness enterprise. 


By Bell System Conference Telephone Service this Cin- 
cinnati plant superintendent is talking to the Chicago 
headquarters on page 16 and the St. Louis warehouse 
manager on page 25, exactly as if they were all sitting 


Institute Dates for 
1938 and 1939 


Accommodations in New York City 
hotels are sometimes at a premium, 
and this is especially likely to be so in 
1939, New York’s World’s Fair year. 

The Institute has been forehanded 
enough to reserve dates for its Annual 
Meeting of 1939 at the Waldorf-As- 
toria Hotel, believing that many mem- 
bers of The Institute will wish to come 
to New York for the New York 
World’s Fair 1939, and that they may 
combine their visit to the Fair with 
attendance at The Institute's Eighth 
Annual Meeting. 

The dates reserved for the Eighth 
Annual Meeting of The Controllers 
Institute of America in 1939 are Oc- 
tober 10 and 11. 

The suggestion is made that it is 
not too early now for members of The 
Institute who intend to be present at 
the Seventh Annual Meeting of The 
Controllers Institute of America on 
October 3 and 4, 1938, to make their 
reservations. This meeting also will 
be held at the Waldorf-Astoria Hotel. 
The rates will be given members of 
The Institute on application. No rates 
can be quoted at this time for reserva- 


tions for 1939. Mr. Joseph Bowling, 
office manager of the Waldorf-Astoria, 
should be addressed. 

Hotels in New York are accepting 
reservations even at this date for room 
accommodations in 1939. At this time 
it is not possible to state what the rates 
will be, but the announcement is au- 
thorized that room reservations will 
be accepted now for specified dates in 
1939. 

Other dates in advance in The In- 
stitute’s calendar to which attention is 
directed are April 25, 1938, which 
has been selected as the date for the 
Spring Conference of Controllers in 
the eastern part of the United States; 
and April 3, 1939, for the Spring 
Conference of that year. 

The date of the Mid-West Confer- 
ence of Controllers, in the spring of 
1938, will be announced soon. The 
Conference will probably be held early 
in May. 


around the same table. Conference Tel- rr pages 16, 25 
ephone Service gets busy executives 
together quickly and conveniently —co- 
ordinates operations—saves miles, min- 
utes and money. Try it. Just ask Long 
Distance for the Conference operator. 

















Cost Control 


Controlling costs is essential to effective man- 
agement, particularly in manufacturing plants. 
Standard costs and standard operations are con- 
trol-instruments that can be used in attaining 
planned results. The course of the American 
Academy of Accountancy on the subject of Cost 
Control is a training in modern effective man- 


agerial use of cost records. 


THE AMERICAN ACADEMY OF ACCOUNTANCY 


EXECUTIVE OFFICES 


720 North Michigan Avenue 
Chicago, Illinois 
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Eakin’s Form of Financial Statement Used 
in Supplemental Fashion by Steel 
Company’s House Organ 


The United States Steel Corporation 
adopted the method of preparing a 
financial statement which was pro- 
posed by Mr. Franzy Eakin, controller 
of the A. E. Staley Manufacturing 
Company, in an article several months 
ago in THE CONTROLLER, when it 
prepared for publication in U S Steel 
News, house organ of the corpora- 
tion, a financial statement covering the 
nine years from 1928 through 1936. 

The form of statement presented by 
the United States Steel Corporation 
was described in Business Week in its 
issue of December 18 and pointed out 
that bankers, investors and accountants 
may shudder at the steel presentation 
of its record. ‘There is not one men- 
tion of the word ‘profit... .. To 
most of us ‘profit’ is what is left over 
for the owners of a business after all 
expenses have been paid but Steel goes 
even farther than that to pin it down. 

“After subtracting what went out 
from what came in, the corporation 
calls the residue ‘paid for the use of 
assets representing savings.’ In other 
words, what was left over after ex- 
penses was available for bondholders 
and stockholders as rental for the use 
of the tools they supplied labor to 
work with. And ‘tools,’ of course 
means plant, mines, office buildings, 
machinery, cash, inventories and every- 
thing else that goes into a going busi- 
ness. 

“For the use of those tools, over that 
nine-year-period, the owners of the 
corporation got less than the holder 
of a tax-exempt government bond. 
Out of the money collected by the 
corporation from its customers, the 
owners got only 7.4 cents out of every 
dollar. These figures stand out in 
United States Steel’s story told in this 
way. 

“This method of presentation is not 
brand-new. In the June issue of THE 
CONTROLLER, journal of The Con- 
trollers Institute of America, Franzy 
Eakin, controller of the A. E. Staley 
Manufacturing Company, large corn 


refining enterprise, emphasized the 
need for revised accounting terminol- 
ogy and treatment. 

“As in the United States Steel sum- 
mary, the word ‘profit’ is omitted. In- 
stead, there is the phrase ‘payments to 
owners as wages or rentals for the as- 
sets which they have made available 
to employees.’ Reduced to its es- 
sence, the Eakin formula (which the 
Staley firm, incidentally, has used in 
dealings with its employees) comes 
to this: 


1. Amount received from customers 
for goods sold. 

. Amount paid to others for goods 
and services purchased. 

. Taxes. 

. Wages and salaries to employees. 

. Remainder which constitutes wages 
or rental of tools (assets). 


No 


WM 2 Ww 


“Corporations are not apt to come 
immediately around to this method of 
presenting accounts. The Goodyear 
Tire and Rubber Company, for ex- 
ample, last August in a letter to share- 
holders reported the sums paid as 
wages and salaries and told a detailed 
story of the distribution of its total 
income. But the company used the 
traditional form for reporting its prof- 
its. The information embodying the 
United States Steel and Eakin presen- 
tation was supplemental to the regular 
report.” 


Ohio’s Efforts To Begin Payments Early 
Are Defeated 


The attorney general of the United 
States recently gave an opinion which 
precludes the possibility of paying bene- 
fits under the Ohio Unemployment Com- 
pensation Act a year earlier than the 
present Ohio law permits. The Social 
Security Board, in commenting on the 
opinion, said that even if existing legal 
obstacles to the payment of unemploy- 
ment compensation benefits a year earlier 
than was originally contemplated in the 
Ohio Act could be removed, the method 
proposed by Governor Davey of Ohio is 
not adequate to insure the full payment 
of benefits when due as provided in the 


Federal Social Security Act, and thus the 
Social Security Board would be unable 
to issue its certification that the methods 
of administration were reasonably calcu- 
lated to insure full payment of unem- 
ployment compensation when due. If 
that certification cannot be given, the 
Board could not make grants for the ad- 
ministrative expenses incurred. 

The Social Security Board went on to 
say that even the states that have been 
making preparations for the last two 
years are finding it extremely difficult to 
develop their administrative organizations 
fast enough to pay benefits this winter. 
It added that the Board is of the opinion 
that if Ohio tries to set up a temporary 
organization to handle this tremendous 
problem, the attempt will result in bitter 
disappointment. 


New Rules Issued on ‘When Issued” 
Trading 

The rules of the Securities and Ex- 
change Commission governing ‘when is- 
sued” trading on exchanges have been re- 
vised, effective January 3, 1938. The 
modifications are largely clarifications, 
and simplifications. Only two changes of 
importance have been made: 

Under the old rules, “when issued” 
trading was limited to the exchange 
where the security to be issued would ul- 
timately be traded. Under the new rules, 
“when issued” trading is also possible on 
the exchange where the security bearing 
the warrant or right is listed. A similar 
change has been made with respect to 
trading in issued warrants. 

Secondly, a change in procedure pro- 
vides for a notice of deficiency to be is- 
sued by the commission if an application 
for “when issued” trading does not com- 
ply with the rules. This notice has the 
effect of automatically delaying the ef- 
fectiveness of the registration but may be 
withdrawn when the deficiencies are 
remedied. A hearing as to the adequacy 
of such notice is provided upon demand. 
If no hearing is requested and if the no- 
tice is not withdrawn the application is 
regarded as abandoned. 


Form for Annual Reports by 
Bank Holding Companies 
The Securities and Exchange Commis- 
sion has adopted another of its series of 
forms for annual reports required of 
companies having securities listed and 
registered on national securities ex- 
changes. The new form, known as Form 
24-K, is the annual report form for bank 
holding companies. Like other forms of 
this series, it is designed to keep up to 
date the information contained in the 
original application for registration. The 
form is substantially the same as the 
standard form for industrial companies. 
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January is filing time again for 
SS-2a forms. They are due on or 
before January 31. 

The controller of a large company 
in the South, whose business is sea- 
sonal, tells of the difficulties presented 
by the transient employee problem, as 
follows: 

“The social security procedures, and 
particularly those pertaining to unem- 
ployment, are going to be especially 
difficult for companies whose business 
is highly seasonal like our own. We 
are in the fertilizer business, and ap- 
proximately 60 per cent. of our vol- 
ume falls in the months of March and 
April, while in specific territories we 
have had as much as 65 per cent. to 
70 per cent. in one month. Our larg- 
est sales office does less than 3 per 
cent. of its business in the first six 
months of the fiscal year. 

“I am bringing out this point be- 
cause it will show how large a pro- 
portion of our labor force must be of 
a transient nature. We will probably 
average with our forty plants and 
fifteen sales offices less than 2,500 em- 
ployees for the greater part of the 
year, yet we filed with the government 
for the last six months more than 
7,000 individual slips. Not only is our 
work seasonal, but even in the busy 
shipping season there are great varia- 
tions in the amount of labor needed 
day by day. Most of the fertilizer is 
trucked away from our plants, and in 
a period of rainy weather the demand 
falls very sharply, to be followed by 
an accumulated demand as soon as the 
weather clears up. The result is that 
employees are in and out, even in in- 
dividual weeks. 

“Most of our plants are in the 
south, and the common labor is en- 
tirely colored, and usually very poorly 
educated. A great deal of this labor 
comes in from the farms, just for the 
fertilizer shipping season. You will 
understand from this the difficulties 
we have in getting correct social se- 
curity numbers, and in keeping any 
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Transient Employee Problem 
Serious for This Company 


sort of record which will show when 
an employee comes on the payroll and 
when he goes off. 


Tax Must FoLtow LABOR 


‘We have been using tabulating ma- 
chines with punched cards for our 
social security work, the cards showing 
the information required by both the 
Federal government and the individual 
states. The payrolls are received from 
the various plants and sales offices by 
the head office, where tabulating cards 
are punched for individual employees 
and control cards for the totals. The 
control cards are run each month, not 
only for Federal and state reports and 
payments, but also for distribution of 
the social security taxes to the various 
manufacturing, sales and administra- 
tive accounts. The taxes amount to 
such sums that we have adopted the 
principle that the tax must follow the 
labor, since you can not have the labor 
without it. Every cost center, there- 
fore, to which labor is charged also 
receives its proportionate amount of 
social security taxes. 

“At the end of each quarter the 
cards for the individual employees are 
sorted and run on the tabulating ma- 
chine to give the earnings to be re- 
ported to the Federal government and 
to the state authorities. The tabulating 
machine prints the amount for each 
individual and these are posted to a 
file of individual earnings cards, which 
also carry full information regarding 
the employee. The individual forms 
for reporting to the government and 
the state are filled out from these cards. 


SHOULD HAVE SPECIAL RULES FOR 
TRANSIENT LABOR 


“This system has worked very ef- 
ficiently, and much better than we an- 
ticipated, but has one serious drawback, 
which we may not be able to over- 
come. With such a large amount of 
transient labor constantly coming and 
going, there is no way under the 
tabulating machine method to get 





easily when an employee comes on or 
leaves the payroll, yet many of the 
states are apparently requiring this in- 
formation for their unemployment rec- 
ords. We feel very strongly, however, 
that they should have a special set of 
rules for transient labor, and are al- 
ready negotiating with several of the 
states, attempting to work out some 
easier method to meet this problem. It 
is our hope that if we can get one 
state to adjust themselves to the in- 
formation we are able to get, we can 
use that as an example and an argu- 
ment with the other states in which we 
do business. Failing this, it is feared 
that we may be driven to week by 
week posting to our individual em- 
ployees’ file cards, which would take 
away almost the entire advantage of 
our tabulating card system, and in- 
crease the time and expense at least 
two or three times. 


MERIT RATINGS NEXT 


“Another difficulty that we shall 
probably face in a year or two is the 
matter of ‘merit ratings’ for state un- 
employment insurance costs. The ques- 
tion is whether men who work for us 
only a few weeks during the year, and 
then depart because the fertilizer sea- 
son is over, become the unemployed 
of the fertilizer industry. If they do, 
it is clear that we can never hope to 
have anything but the lowest rating. 

“These are just a few observations, 
which probably will not be of much 
help to you in your study, but are sent 
you for what they may be worth. I 
shall await with a great deal of interest 
the published results of your study, 
and if you should have any informa- 
tion helpful to our particular problem 
which you are not able to publish, but 
could transmit, I should be very glad 
to have it.” 


Senate Committee To Consider 
Security Act Amendments 
Senator Pat Harrison has announced 
that the Senate Finance Committee will 
begin consideration, immediately after the 
New Year’s holidays, of qualifying 


amendments designed to facilitate en- 
forcement of the Social Security Act. It is 
pointed out that the proposed amend- 
ments are largely non-controversial. Prep- 
aration of the proposed amendments has 
been started by the Legislative Drafting 
Service. 
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FIXING AND MAINTAINING STANDARDS 
NEXT STEP IN ACCOUNTING 


Commissioner Healy Believes This Is Function Securities and Exchange Commis- 
sion Can Perform to Advantage—May Issue Rulings to That End-—Re production 


Appraisals Also May Claim Attention. 


In a recent address before the an- 
nual meeting of the American Ac- 
counting Association at Atlantic City, 
Hon. Robert E. Healy, a member of 
the Securities and Exchange Commis- 
sion, presented some thoughts on “The 
Next Step in Accounting.” 

Commissioner Healy spoke of a pe- 
riod of nearly six years spent with the 
Federal Trade Commission “largely 
in asking questions of accountants in 
the utilities investigation,’ which he 
said was largely an accounting investi- 
gation. Commissioner Healy expressed 
regret that he did not devote more at- 
tention at that time to the matter of 
accountants’ certificates. He recalled 
instances “of phoney inter-company 
profits, of write-ups used to create in- 
come or to relieve the income accounts 
of important charges, of profits com- 
puted on the sale of securities without 
even bothering to deduct the cost of 
the securities, where the public ac- 
countants certified the statements with- 
out exceptions.” 

Commissioner Healy recalled the 
disappointments attending the search 
by members of the Securities and Ex- 
change Commission for well estab- 
lished accounting standards, the diffi- 
culty even of finding a definition for 
the word ‘‘audit,” the weeks of argu- 
ments as to what should be required 
in a form and what omitted, and the 
difficulty of deciding what an account- 
ant’s certificate should contain. 

Another recollection of which Com- 
missioner Healy spoke concerned a 
committee of lawyers who, after tell- 
ing the commission that one of its 
forms was too long, were invited to 
submit a form of their own devising, 
and brought back one longer than the 
commission’s. 

Commissioner Healy spoke of rul- 
ings which deal with the certifying 
auditor’s independence, or lack of it. 
He spoke also of the many cases under 
the Securities Act and the Securities 
Exchange Act which never reached the 


status of a formal proceeding or a pub- 
lic release, in which the companies 
involved corrected the statements, usu- 
ally on request. 

Commissioner Healy made the point 
that the most serious differences of 
opinion that have ever occurred among 
the commissioners themselves centered 
about accounting problems. 

He brought out the fact that no at- 
tempt has been made to establish the 
principle that if an earnings statement 
and a balance sheet reflect the results 
of improper accounting, they amount 
to misrepresentations or misleading 
statements in violation of the Securi- 
ties Act. 

It was made public that the staff of 
the Securities and Exchange Commis- 
sion has for some time been studying 
a proposal to issue rulings dealing 
with accounting and appraisals. Comy 
missioner Healy said that this would 
not mean that the commission is think- 
ing of a mass of rules or of innovations 
in accounting, but is trying to express 
a few standards as to principles which 
the commission believes are accepted 
by a majority of good accountants, 
especially of those who do not assume 
the role of special pleaders for their 
more lucrative clients. 
~ Commissioner Healy said that his 
experience with public accountants 
leads him to the conviction that they 
regret that standards are not more 
exactly defined, although they recog- 
nize, as does the commission, that in 
many aspects of accounting, inflexible 
rules cannot now be laid down. 

“But it cannot be said,” said Com- 
missioner Healy, ‘that there are no 
real standards in accounting. It seems 
to me that one great difficulty has been 
that there has been no body which had 
the authority to fix and maintain 
standards. I believe that such a body 
now exists in the Securities and Ex- 
change Commission. Its success or 
failure will depend, in large measure, 
on how it exercises this function.” 





New Form SS-la in 
Hands of Printers 

ARLY in January, 1938, the 
Bureau of Internal Revenue 
approved final proofs of Form SS- 
la, and of the regulations and 
instructions to cover its use. This 
form is now in the hands of the 
government printing office and 
may be expected to make its ap- 
pearance soon. It will be distrib- 
uted through the usual channels 
by collectors of internal revenue 
and will be available to taxpayers 

probably by the end of January. 
If the Bureau of Internal Reve- 
nue follows its usual custom there 
will be made public an announce- 
ment of the promulgation of this new 
form and of the rules for its use, 
with some descriptive material de- 


signed to be helpful to taxpayers. 











Commissioner Healy mentioned re- 
production appraisals as one of the 
questions with which the commission 
must sooner or later come to grips, 
as it is one that has plagued the rate- 
making authorities for years. 


MORTON K. MAYNARD 

Mr. Morton Kiah Maynard, con- 
troller of the General Cable Company, 
of White Plains, New York, died Jan- 
uary 9 at his home in White Plains, 
at the age of 49. 

Mr. Maynard became a member of 
The Controllers Institute of America 
on May 26, 1936, and had attended 
several of its local and national meet- 
ings in New York City, where his 
genial personality won many friends. 
He was born at Fair Haven, Vermont, 
and was employed by the General 
Electric Company. He lived for a time 
at Stratford, Connecticut, and at Rome, 
New York. He had been connected 
with the General Cable Company for 
eight years. 








TIMELY FIGURES! 


Send your inventory and other emergency 
computations to a skilled organization of 
public calculators. 48-hour accurate service. 


ATLAS CALCULATING SERVICE 
25 E. Jackson Blvd. Chicago, Ill. 


























BOOK REVIEW 








MANAGERIAL CONTROL, by John G. 
Glover, M.C.S., Ph.D., and Coleman L. 
Maze, A.M., M.C.S. (both associate pro- 
fessors of business management at the 
School of Commerce, Accounts and Fi- 
nance, New York University). Ronald 
Press Company, New York. 574 pages. 
$4.50. 

“How can future profit margins be 
maintained without relative increases in 
selling prices, when social and economic 
changes are not only forcing increases in 
current operating costs but are also pro- 
ducing such fundamental changes in the 
basic structure of business that both fixed 
and variable costs of future operations must 
inevitably increase.” This book attempts 
to show that the answer will be found in 
better balance in organization, increased 
individual effectiveness, elimination of 
waste, more effective planning through re- 
search, dependable and inclusive standards 
and records, and the reduction of costs 
through new and improved methods and 
instruments of managerial control. 

The book is divided into three parts and 
an appendix. Part I, Organization for 
Manager Control, covers such subjects as 
organization, business research, the selec- 
tion of a cost system, the relation of engi- 
neering, production control and wage in- 
centives to cost control, the managerial 
use of budgets, accounts, and_ statistics, 
depreciation, and the diffusion of expense. 
Part II consists of nine chapters on vari- 
ous features of Managerial Control of 
Manufacturing Costs. Part III, Managerial 
Control of Marketing and Administrative 
Costs, consists of chapters on Marketing 
Costs, Marketing Policies and Their Ef- 
fects on Costs, Advertising Costs, Traffic 
Department Costs, and General Adminis- 
trative Costs. The appendix consists of a 
chapter on each, General Accounting Pro- 
cedure and Cost Accounting Procedure. 

The presentation is logical and clear, but 





Request for Copies 

of Annual Reports 
ONTROLLERS whose com- 
panies print and make pub- 
lic copies of their annual reports 
are requested to place The Con- 
trollers Institute of America on 
the mailing list to receive copies 
of such reports. They are found 
to be useful by the Technical 
and Research Council in making 

studies of various kinds. 
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This St. Louis warehouse manager is in conference, by 

Bell System Conference Telephone Service, with his cor- 

poration's controller in Chicago (see page 16) and the 

Cincinnati plant superintendent (see page 20). Miles 

SEE PAGES 16,29 Part. the three men talk and listen in 
turn on the same connection. Conference 
telephone service is the fast, easy way 
to get information direct to the right 
people, with thorough discussion for com- 
plete understanding. 





the varied subjects are covered in an ex- 
tensive rather than an intensive way. Hence 
the book is more likely to be useful to the 
student of general business administration 
or to an executive apprentice than to 
members of The Institute themselves. 
Reviewed by E. STEWART FREEMAN, 
Budget Controller, Dennison Mfg. Co. 


Rules Governing Dealers on 
Over-Counter Market 


The Securities and Exchange Commis- 
sion has adopted rules defining practices 
which it describes as manipulative, de- 
ceptive or fraudulent in the over-the- 
counter markets and are therefore, in 
violation of the Securities Exchange Act 
of 1934, as amended. The rules apply to 
practices in the over-the-counter markets 
affecting all types of securities including 
those which are registered, unregistered, 
or exempted from registration on a na- 
tional securities exchange. Thus, the rules 
are applicable to those brokers and deal- 
ers, among others, who transact business 
exclusively in exempted securities, such as 
government, state and municipal bonds. 

The rules in substance prohibit a broker 
or dealer from inducing the purchase or 


sale of any security by any act, practice or 
course of business which would defraud 
or deceive any person. A broker or dealer 
is also prohibited from inducing a pur- 
chase or sale by any untrue statement of a 
material fact or any omission to state a 
material fact, if the statement or omission 
is made with knowledge or reasonable 
grounds to believe that it is untrue or 
misleading. Misrepresentation as to the 
effect or meaning of registration as broker 
or dealer is likewise prohibited. The rules 
become effective October 1, 1937. 


Baltimore 
No date has been set for the next meet- 
ing of the members of The Controllers In- 
stitute of America in Baltimore and vicin- 
ity, but it is expected that a call for a 
meeting to be held in the near future will 
be issued shortly. 


Productive Year For American 
Institute of Accountants 


Members of the American Institute of 
Accountants recently received a pamphlet 
entitled “A Year’s Work of the American 
Institute of Accountants, 1936-1937.” It 
indicated an exceptionally productive 
year for that organization. 








INSTITUTE ACTIVITIES-COMMUNICATIONS 


NEW MEMBERS ELECTED 


At a meeting of the Executive Committee 
of The Controllers Institute of America, 
held December 30, 1937, the applicants 
named below were elected to active mem- 
bership in The Institute: 


WILLIAM L. CLARK 
Merchants Mutual Casualty Company, 
Buffalo. 
WALTER S. CorRRIE 
National Gypsum Company, Buffalo. 
GLENN H. CraAwForD 
Dunlop Tire & Rubber Corporation, Buf- 
falo. 
FRANCIS E. DOONAN 
Hall & McChesney, Inc., Syracuse, New 
York. 
LESTER W. FIELD 
The Lamson Company, Inc., Syracuse, 
New York. 
C. M. FLEMING 
J. H. Williams & Company, Buffalo. 
ALBERT E, FUECHSEL 
The Mortbon Corporation of New York, 
New York City. 
WILLIAM F. HAGERMAN 
The Minnesota Mutual Life Insurance 
Company, St. Paul, Minnesota. 
ELMER HAIGH 
H. C. Aberle Company, Philadelphia. 
C. A. LINDER 
Booth Fisheries Corporation, Chicago. 
THoMas M. McDERMOTT 
Hickok Manufacturing Company, Roches- 
ter, New York. 
WALTER L. MATHIS 
The Black & Decker Manufacturing 
Company, Towson, Maryland. 
ARTHUR E. NELSON 
Daniel Reeves, Inc., New York City. 
J. H. SToPFORD 
George La Monte & Son, Nutley, New 
Jersey. 
A. W. STorMS 
Aluminum Goods Manufacturing Com- 
pany, Manitowoc, Wisconsin. 
E. F. TIEDEMANN 
Miller and Hart, Inc., Chicago. 
JOHN R. TUTTLE 
Crouse-Hinds Company, Syracuse, New 
York. 
WiILtiAM H. WATKINS 
Hewitt Rubber Corporation, Buffalo. 
JoHN A. WILLIAMS 
Niagara Hudson Power Corporation, 
Syracuse, New York. 
Louis WIRTH 
Buffalo Electro-Chemical Company, Inc., 
Buffalo. 


MEETINGS OF CONTROLS 
Philadel phia 

A meeting was held by the Philadelphia 
Control on December 14 at the Penn Ath- 
letic Club. The guest speaker was Mr. 
Walter A. Staub, partner, Lybrand, Ross 
Brothers & Montgomery, certified public 
accountants. He addressed the meeting on 
“Federal Income Taxes and the Surtax on 
Undistributed Profits.’” Questions which 
deal with the highly complex provisions of 


the Revenue Act had been submitted in ad- 
vance of the meeting and gave Mr. Staub 
the opportunity to reply after he had made 
the necessary research. Mr. L. V. Elliott, 
president of the Philadelphia Control, pre- 
sided. 

District of Columbia 

Mr. William Gordon Buchanan, one of 
the leading certified public accountants of 
the District of Columbia, was the guest 
speaker at a meeting November 23 of the 
District of Columbia Control. Mr. Buchanan 
is in charge of accounting at George- 
town University, is vice-president of the 
local Certified Public Accountants Board 
and is a former director of the National 
Association of Credit Men. He addressed 
the meeting on “Banking and Credit in 
Soviet Russia.” 

Mr. Buchanan interspersed his remarks 
with anecdotes of his experiences on his 
recent visit to Russia, which was made for 
the purpose of studying Russia’s banking 
and credit procedures, and proved so en- 
tertaining and informative that the meeting 
did not adjourn until nearly midnight. 

Owing to the holiday season, no elabo- 
rate plans were made for the meeting on 
December 28. 

St. Louis 


The regular monthly meeting of the St. 
Louis Control was held on December 28 at 
the Missouri Athletic Association. Since 
many companies close their year as of De- 
cember 31, the Program Committee felt that 
there were special problems confronting 
some of the members. Accordingly, they 
presented for discussion matters in which 
they were particularly interested. Follow- 
ing the business session there were social 
activities in keeping with the holiday sea- 
son. 
“Remedies of Taxpayer after Receipt of 
Revenue Agent’s Report’? was the subject 
of an address before the St. Louis Control 
at a meeting held November 23 at the Mis- 
souri Athletic Association by Mr. C. P. 
Fordyce of the law firm of Fordyce, White, 
Mayne, Williams and Hartman. The ad- 
dress proved to be exceptionally informative 
and valuable to the members of the Con- 
trol and their guests. President H. F. Har- 
rington was in the chair. 


Rochester 
A meeting of the Rochester Control was 
held at the Rochester Club on December 
29. Mr. Charles H. Stevens, of the Sam- 
son-United Corporation, a new member of 
The Institute, led a discussion of the sub- 
ject “Sales Projects for Next Budget 
Period.” 
Chicago 
The annual Christmas Party of the Chi- 
cago Control was held on December 21 at 
Fred Harvey’s Restaurant. All agreed that 
the Program Committee kept its promise 
for a party “even better than ever before.” 


Twin Cities 
The regular meeting of the Twin Cities 
Control was held on December 7 at the 
St. Paul Athletic Club. The program con- 
sisted of a round table discussion on 
“Budget Control.” Mr. Reynold A. Lee, 


of the Powers Mercantile Company, gave 
an address on this subject and led the dis- 
cussion. After the meeting had adjourned, 
Mr. George H. Hess, Jr., of the Great 
Northern Railway Company, showed mov- 
ing pictures which he had taken on sev- 
eral trips throughout the western part of 
the United States and Canada. 


San Francisco 

Two sound films of interest to control- 
lers were shown at the regular meeting 
of the San Francisco Control which was 
held at the Olympic Club on December 16. 
The first film was shown by Mr. C. E. 
Schink, of the California-Hawaiian Sugar 
Refining Corporation, and covered the sugar 
industry from the time of planting the 
cane to the distribution of the finished 
product. The second film was shown by 
Mr. W. D. Motts, of the Alaska Packers 
Association, and covered the salmon pack- 
ing industry from the time that the fish 
are brought in, to the time when they are 
canned and distributed. This program was 
both instructive and entertaining. 


Pittsburgh 

At noon on December 10 a joint meet- 
ing of the Pittsburgh Chamber of Com- 
merce and the Pittsburgh Control was held 
at the Roosevelt Hotel. Mr. Edwin B. 
George, of Dun and Bradstreet, Incorpo- 
rated, New York, discussed the up-to-the- 
minute subject of “Undistributed Profits 
Tax on Trial.” 


New England 

The regular monthly meeting of the 
New England Control on December 21 at 
the University Club was devoted to a 
round table discussion of ‘Depreciation 
Problems.” Professor Wyman P. Fiske, as- 
sociate professor of ‘accounting, Massa- 
chusetts Institute of Technology, led the 
discussion which covered such subjects as: 
(1) Basis for depreciation; (2) obsoles- 
cence as an element in depreciation; (3) 
the treatment of fully depreciated assets; 
(4) accounting for repairs and_ replace- 
ments as an element in depreciation policy; 
and (5) depreciation funds. Professor 
Fiske has recently made an intensive study 
of the depreciation policies and practices 
in a number of larger corporations. Mem- 
bers and guests appreciated the opportu- 
nity to review and clarify their thinking 
on this fundamental problem of accounting 
and management. President C. Ellis Spen- 
cer was in the chair. 


Milwaukee 

A general meeting of the Milwaukee 
Control was held at the University Club 
on December 14. Mr. Julius C. Jacob- 
sen, assistant chief deputy, Income Tax 
Division, Treasury Department, Milwau- 
kee, spoke on ‘Federal Income Tax.’’ The 
Control was happy to have as a special 
guest Mr. Henry C. Perry, president of 
The Controllers Institute of America, who 
addressed the members and presented the 
charter of the Control, which was author- 
ized some time ago by the Board of Di- 
rectors of The Controllers Institute of 
America. 
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INSTITUTE ACTIVITIES-COMM UNICATIONS 


Detroit 

The December meeting of the Detroit 
Control was for members only. It was 
held on December 10 at the Intercollegiate 
Alumni Club and took the form of a 
round table discussion on ‘Controllers’ 
Problems in Connection with Forecasting 
Sales and Expenses for 1938.” The dis- 
cussion of this timely subject dealt with 
such problems as “Budgets for 1938,” 
“Labor Rates,’ “Office Personnel,’ and 
the like. The meeting was especially well 
attended and everyone profited by the dis- 
cussion. 

Cleveland 

The Program Committee of the Cleve- 
land Control was heartily congratulated 
upon having secured Mr. J. C. Sanders, of 
the firm of Ernst and Ernst, to speak at 
the meeting held on December 14 in the 
Terrace Room of Hotel Cleveland. Mr. 
Sanders spoke on “The Place of the Con- 
troller in a Modern Business Organiza- 
tion.” He discussed the problems that 
face the controller throughout the year as 
well as at the end of the year, and laid 
special emphasis on current problems. 


Cincinnati 

Thomas C. Lavery, Professor of Taxa- 
tion at the University of Cincinnati, led 
the round table discussion meeting of the 
Cincinnati Control on December 14. The 
meeting was held at Hotel Alms in Walnut 
Hills, and the subject was “Supreme 
Court—re: Taxation Decisions.” As ma- 
terial for the discussion, members of the 
Control and guests submitted questions of 
special interest dealing with some recent 
decisions of the Supreme Court. 


Los Angeles 
The regular meeting of the Los Angeles 
Control which was scheduled to be held at 
the Los Angeles Athletic Club on December 
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16, was postponed, as many of the members 
were out of the city or laid up by minor 
illnesses. A complete review is to be made 
by the Control of the final draft of a new 
form for the contribution schedules, as dis- 
cussed in the October meeting with the 
California Social Security Commission. 
Plans are being made for a meeting to be 
held January 20, when some of the un- 
finished undertakings of the Control will 
receive attention. 


Bridgeport 

The Bridgeport Control held a meeting 
January 5, 1938, at the University Club, 
and was addressed by Mr. A. W. Zelomek, 
president and economist of the Interna- 
tional Statistical Bureau, Inc., and econ- 
omist of Fairchild Publications, New York 
City. His subject was, “The Causes of the 


Current Decline and the Prospects for 
1938.”’ Including visitors, more than forty 
persons were in attendance. Mr. L. M. 


Nichols, president of the Bridgeport Con- 
trol, introduced the speaker. Mr. Henry C. 
Perry, president of The Controllers Insti- 
tute of America, was a guest of the Con- 
trol and addressed the meeting briefly 
concerning current activities of The In- 
stitute. 
New York City 

Mr. H. A. Hanning, vice-president of 
Thomas Gibson, Inc., an economic ad- 
visory service, addressed the New York 
City Control at its monthly meeting Janu- 
ary 6, 1938, at the Park Central Hotel, on 
“The Economic and Business Picture.”’ Mr. 
Thomas L. Evans, president of the Con- 
trol, was in the chair. Mr. Hanning was 
introduced by Mr. L. W. Jaeger, of the 
Program Committee. 


Correction 


In the December issue of THE CONTROL- 
LER, Mr. Thomas H. Hughes, a member of 
the Planning Committee of The Institute, 
was inadvertently announced as of the In- 
ternational Printing Ink Corporation. It 
should have been the General Printing Ink 
Corporation. In another place in the same 
issue Mr. Hughes was correctly announced. 


Committees of Rochester Control 


President John N. Lambert of the Roch- 
ester Control, has appointed committees as 
follows: 


Admissions Committee: C. J. Van Neil, 
Eastman Kodak Company, Chairman; Wil- 
liam Hussey, Levy Brothers & Adler 
Rochester, Inc.; and Ernest C. Scobell, 
Rochester Gas & Electric Corporation. 

Program Committee: E. S. La Rase, 
Bausch & Lomb Optical Company; L. S. 
Callaghan, The Todd Company, Inc., and 
J. J. Myler, Neisner Brothers, Inc. 

Auditing Committee: C. R. Franklin, 
Gannett Company, Inc., and A. N. Masucci, 
the Hickey-Freeman Company. 

Nominating Committee: L. S. Callaghan, 
The Todd Company, Inc.; C. R. Franklin, 
Gannett Company, Inc., and E. C. Ro- 
worth, Stromberg-Carlson Telephone Man- 
ufacturing Company. 








HERE’S A MAN YOU MIGHT LIKE 
TO KNOW 


Has courage, conscience 
He could lift a load from 


He is 40. 


and sense. 


| the shoulders of a too busy executive 
for he has been an executive in a big 


| post. 


| able January 31st. 


Now employed as_ secretary- 
treasurer of a manufacturing company 
but desires a job for which larger 
responsibilities and a wealth of ex- 
perience have qualified him. Avail- 
Box 215, “The 


| Controller.” 











EXPERIENCE 


The combined experience of 
some twenty research engineers 
in New York, London and 
Amsterdam is now available in 








BRINGING YOU— 


—general and detailed reports 
of studies of groups of re- 
lated office machines. 


—impartial and authoritative 
information through our Spe- 
cial Inquiry Bureau. 


—prompt reports of all NEW 
office machines and improve- 
ments. 


Indispensable to— 


1) Controllers 

2) Auditors 

3) Accounting Executives 
4) Office managers 


Full details of the Service will be 
sent on request 


Office Machines Research, inc. 


630 FIFTH AVE. NEW YORK 





For a service covering machines marketed 
in England and other Sterling countries, 
write— 


International Office Machines Research, 
Lid., 154 Fleet Street, London, E.C. 4. 
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Controllers Asked To Participate in 


International M anagement Congress 


The International Committee of 
Scientific Management is to conduct 
its seventh International Management 
Congress in Washington, D. C., Sep- 
tember 19 to 23, 1938. The president 
of the Committee is Viscount Lever- 
hulme of Great Britain. This will be 
the first Congress to be conducted in 
the United States by this organization. 

Representatives of the International 
Committee of Scientific Management 
have conferred several times with The 
Controllers Institute of America, for 
suggestions as to the makeup of the 
program. These representatives recog- 
nize that controllers, as the right arm 
of management, are in a position to 
make valuable contributions to the 
program. Several controllers have been 
invited to prepare papers for presen- 
tation. 

Viscount Leverhulme is to visit the 
United States for the purpose of cre- 
ating interest in the coming Congress 
and of effecting an understanding of 
its objectives. He will devote his time 
from January 26 to February 3 to the 
service of the committee. A Congress 
Council dinner in New York is 
planned and he will participate in the 
annual meeting of the National Man- 
agement Council, and possibly a public 
dinner. Other affairs of similar char- 
acter will probably be held in Wash- 
ington, and possibly in Philadelphia or 
Pittsburgh. 

It is expected that the Congress will 
bring to Washington from about forty 
countries authorities on management 
as applied to industry, commerce, fi- 
nance, the farm and the home. More 
than two hundred selected papers by 
such authorities will form the basis of 
the discussions by this gathering. The 
foreign group includes industrialists, 
business managers and technical ex- 
perts. 

Among the American leaders are 
many heads of leading industries of 
the United States. The leaders of the 
Congress hope to dramatize before a 
world-wide audience the contributions 
made by management under a system 


of free enterprise to the high stand- 
ards of living of the American people. 

Mr. Willis H. Booth is honorary 
chairman of the Congress Council. He 
pointed out recently that the people 
of this country and those of other 
countries have heard much of capital 
and labor, but little of management, 
the third essential element of success- 
ful enterprise. 

“There is all too little public reali- 
zation,” said Mr. Booth, “of the part 
which management has played in 
spreading widely the material benefits 
of a civilization which is rich in social 
and intangible values as well as in 
goods. 

“Free enterprise itself—that system 
within which management has been 
able to operate most successfully—is 
under fire. It is all the more incum- 
bent then on business leaders in Amer- 
ica if they have confidence in this 
system to demonstrate its value as best 
they may and to take counsel diligently 
for its further improvement.” 

Among those American leaders who 
have accepted chairmanships for sec- 
tions of the congress are: Produc- 
tion—Ralph E. Flanders, president, 
Jones & Lamson Machine Company, 
past-president of the American So- 
ciety of Mechanical Engineers. Dis- 
tribution—Leon C. Stowell, executive 
vice-president, _ Underwood Elliott 
Fisher Company. Personnel—Charles 
R. Hook, president, American Rolling 
Mill Company. Agriculture—W. W. 
Kincaid, governing director of the 
board of administration, Spirella Com- 
pany, Inc., past-president, of the 
American Management Association, 
president, National Brown Swiss Cat- 
tle Breeders Association of America. 
The home—Marie M. Meloney, edi- 
tor, This Week. 

The first International Congress 
conducted by the International Com- 
mittee of Scientific Management was 
held in Prague in 1924. Others suc- 
cessively were held in Brussels in 
1925; Rome, 1927; Paris, 1929; Am- 
sterdam, 1932; and London, 1935. 


Buffalo 


Steps looking to completion of the or- 
ganization of the Buffalo Control were 
taken at a meeting held Thursday, January 
6, 1938, at the Statler Hotel. It was an- 
nounced to the members present that their 
application for a charter for a Control had 
been approved by the national office and 
that the charter would be formally pre- 
sented to the Control at any time it is 
ready to receive it. The Control now num- 
bers fifteen members, with several addi- 
tional applications for membership pend- 
ing. 
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PHOTO COPIES 


Protect Valuable Documents 


Controllers know the importance of protect- 
ing valuable documents against loss or fire. 
Why risk loss of originals when photo copies 
will serve same purpose and permit originals 
to be filed in vault? Factories, banks, insur- 
ance companies and other businesses find it 
economical and efficient to install a Rectigraph 
for copying records of all kinds. 

The Rectigraph illustrated above is a ma- 
chine for making photographic reproductions 
of documents, photographs, maps, drawings, 
handwritten or printed, at actual, reduced or 
enlarged sizes. These are known as Photo 
Copies. They may be negatives (white figures 
on black background) or positive (black figures 
on white background) as required. Prints as 
large as 18 x 24 inches or as small as a postage 
stamp can be made. Photo copies are accepted 
as legal evidence and have proven their worth 
in many law suits. 

Without obligation may we present data to 
show the application of the photo copy process 
to your special business? Write today: 


Rectigraph Division of 


THE HALOID COMPANY 


701 Haloid St., Rochester, N. Y. 
Branch Offices in Principal Cities 

















AETNA LIFE 


The largest colonial structure in the world—the 
home office of the Aetna Life Insurance Company 
at Hartford, Connecticut—and its affiliates The 
Aetna Casualty & Surety Company, The Stand- 
ard Fire Insurance Company, The Automobile 
Insurance Company of Hartford, Connecticut. 





INSURES 


asia against Error 


and Waste with YNDERWOOD ELLIOTT FISHER 


Throughout the world men of bus- 
iness acknowledge the efficiency of 
the great insurance organizations 
... take off their hats to the im- 
mense volume of detail work such 
companies handle with phenom- 
enal speed, breath-taking accuracy 
and startling economies. 


No wonder then that it is a mat- 
ter of pride that such an outstand- 
ing organization as the Aetna affl- 
iates use great batteries of Under- 
wood Elliott Fisher Accounting 
Machines. 

Underwood Elliott Fisher makes 
three complete lines of accounting 
machines with a wide variety of 
models in each. Accountants will tell 
you that Underwood Elliott Fisher 
not only has just the right machine 
for every problem but a nation-wide 
organization to help in applying 
these machines to every business. 


ACCOUNTING 


MACHINES 


Part of the battery of Underwood Elliott Fisher Machines used by Aetna Life in its Group Insurance 

Department. Aetna Life has developed a speedy and accurate method of typing, adding and computing 

group insurance statements on these machines. Three distinct types of Accounting Machines are used in 
handling the business of this department. Underwood Elliott Fisher supplies all of them. 


No matter what your accounting 
problem may be just put it up to 
your own Accounting Department 
and Underwood Elliott Fisher. And 
remember when Underwood Elliott 
Fisher recommends a machine, you 
may be certain that it’s cavable of 
doing your accounting job. Every 


Underwood Elliott Fisher Machine 
is backed by nation-wide, company- 
owned service facilities. 


Accounting Machine Division 
UNDERWOOD ELLIOTT FISHER COMPANY 
Accounting Machines ... Typewriters... Adding 

Machines... Carbon Paper, Ribbons 
and other Supplies 
One Park Avenue New York, N. Y. 
Sales and Service Everywhere 
Underwood Elliott Fisher Speeds the World’s Busines. 
Copyright 1938, Underwood Elliott Fisher Company 





‘Sales during 1937 exceeded the combined 
sales for 1935 and 1936... THERE IS A REASON 
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